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Before and After... 


Before you invest, investigate . . . is just good common sense: 
And yet, year after year it is amazing how many people .. 
good sensible people too . . . fail to do just that. 


Buying securities on tips, on rumours, without examina- 
tion, or buying on the advice of uninformed people, very 
often causes many an investment headache. Better Business 
Bureaus are kept busy, Securities Commission officials look 
into innumerable complaints, and securities are purchased 
which sometimes turn out to be... “not what I thought.” 


Before you invest, investigation is good common sense. 
After you invest, investigation is also good common sense. 
“See your dentist twice a year” is not propaganda . . . it is 
preventive dentistry. Most people think it good business to 
check trouble before it starts or, at least, before it becomes 
serious. 


To have your investment adviser check your securities at 


regular intervals makes sense too. Conditions change, in- 
dustries change, markets change. To “put them away and 
forget them” is not good . . . it’s not good for teeth, and 
it’s not good for securities. 


Our organization is equipped to help you investigate 
before you invest and . . . after you invest, to help you by 
regularly checking your securities to see that your funds 
are working to best advantage and to see that they are 
doing for you what you want done. Any of our offices or 
representatives will help you... drop in or write, whichever 
is more convenient. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 


VICTORIA WINNIPEG CALGARY LONOON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 











Financing Canadian 
Companies Through 
"Private Security Issues. 


M ANY worthwhile and well-managed Canadian 
é companies, because of their size, do not have 
access to the public capital markets for financing pur- 
poses. The expenses involved in the flotation of public 
security issues is often prohibitive for such companies and 
in addition their issues would seldom be large enough to 
provide the distribution that is required for an effective 
after-market for the securities. 

For such a company there is the possibility of selling 
its securities privately to one or more financial institutions. 
Many of these institutions, which include insurance com- 
panies, trust companies and others, will frequently pur- 
chase security issues ranging in size from $200,000 and 
up. 

Our knowledge of the financial institutions and our 
familiarity with current interest rate levels, terms of 
borrowing and other conditions involved in the financing 
of Canadian companies, places us in an advantageous 
position to assist a company that may wish to raise funds 
through the private sale of its bonds or debentures. 


We have prepared a memorandum giving further 
particulars of this method of financing. Please write to 
us for a copy or mail the coupon below. Any specific 
a will, of course, be treated in the strictest con- 

lence. 


NESBITT, [THOMSON 
AND COMPANY, LIMITED 
Head Office: 355 St. James St. W., Montreal 
Branches in the principal cities of Canada. 


Please send me a copy of your memorandum on 
“Financing Canadian Companies through Private Security Issues.” 








Will your Executor be 
experienced — responsible — 
and always available? 


The answer is “yes” if you name National Trust in your Will. 


20 KING STREET EAST, TORONTO, ONTARIO 


National 
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CANADIAN BUSINESS 


it’s MY BANK «= MonTH By MONTH... You can keep 
eee abreast of the Canadian economy by reading 

the B of M’s Business Review. Only four 

pages, it combines detailed surveys of indus- 

tries and regions, with over-all analyses of national business trends. 


Ask for your free copy at any of our 800 offices 
across Canada. Or simply write: Business Devel- 
opment Department, Bank of Montreal, P.O. 
Box 6002, Montreal 3, P.Q., and have your 
name added to the permanent distribution list. 





Bank oF MonrTREAL 
Canadas First Sank 


working with Canadians in every walk of life since 1817 
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H. H. STIKEMAN, Q.C. (page 533) 


The ideal end of a perfect estate, 
writes H. Heward Stikeman in “A 
Lawyer Looks at the Accountant in 
Estate Planning”, “would enable the 
client to die a pauper while living 
as much like a prince as possible”. 
The well-known Montreal lawyer 
goes on to show in his article how the 
accountant, as a result of the federal 
Estate Tax Act which came into force 
at the beginning of 1959, has more 
opportunities than ever before in the 
field of estate planning, and how, be- 
cause of his day-to-day connection 
with his client’s business, he is singu- 
larly well-equipped to discern the 
need for estate planning in the first 
instance. To many accountants, estate 
planning is a service of comparatively 
recent origin and the author offers 
some practical rules which should 
help them in the work of preserving 
their clients’ estates. 

Mr. Stikeman practises as tax and 
corporate counsel in the legal firm of 
Stikeman and Elliott, Montreal. He 
was formerly assistant deputy min- 
ister of the Taxation Division, De- 
partment of National Revenue and 
later served for two years as counsel 
to a special committee of the Senate 
formed to investigate the study of 
taxation in Canada. He is the author 
of many articles in the field of taxa- 
tion and is in constant demand as 
a speaker in legal and accounting 
circles. 


D. R. DILLEY (page 540) 


“An American Viewpoint on Ac- 
counting Concepts” reflects the 


thoughts and observations of a busi- 
ness executive who feels that there is 
often a lack of understanding on how 
basic accounting concepts fit into a 
definite structure of accounting 
theory. His present article is an en- 
deavour to bring about a_ better 
understanding of accounting among 
those who are not professional ac- 
countants and to set forth what con- 
stitutes the basic framework of ac- 
counting theory. After reviewing what 
he considers to be the seven more 
important accounting assumptions or 
ground-rules, the author relates these 
to five “doctrines” or strongly held 
opinions by either individuals or 
organizations. He concludes by defin- 
ing accounting principles and the 
rules which serve as guides to ac- 
counting practice. 

Mr. Dilley received his B.A. in ac- 
counting from Drake University, fol- 
lowed by graduate work in Europe. 
He later taught at Indiana University 
where he obtained his master’s degree 
and doctor’s degree in business ad- 
ministration and economics. In 1955 
he joined United States Steel Cor- 
poration and is currently senior statis- 
tician in the New York office of 
the administrative vice-president and 
comptroller. Active as a speaker and 
writer, he has also lectured in busi- 
ness administration at the University 


of Pittsburgh. 


J. A. WILSON, F.C.A. (page 546) 


More than 1,150 accountants from 
Asian and Pacific countries visited 
Australia recently to attend the Asian 
and Pacific Accounting Conference 
and exchange information and experi- 
ence on matters of professional con- 
cern. Representing the Canadian In- 
stitute of Chartered Accountants was 
John A. Wilson, first vice-president, 
who prepared two papers: “Punched 
Card and Electronic Data Processing”, 


Continued on page 518 
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Cm te 


4 fast procedures 


that lower 


accounting costs 


Only“Thermo-Fax” Copying Machines do so many 
Jobs...so quickly, so easily, for such low cost ! 





Billing Errors. Acknowledge mistakes by 
crossing out incorrect figures on original 
bill, inserting correct ones. Accurate copy 
mailed to customer shows graphic evi- 
dence of correction. 


Auditing. Eliminate errors of hand-copy- 
ing from active records. Copy even full 
size ledger sheets in just 6 seconds. Orig- 
inal documents stay active. Audit at 
your convenience. 








Accounting Reports. End delay of typing 
and proofreading monthly balance sheets, 
similar detailed reports. Speed delivery 
with error-free copies of worksheets 
made in 4 seconds. 





Public Relations. Copy pertinent articles, 
helpful information, in seconds. Mail 
copies to clients. Your ‘“Thermo-Fax”’ 
Copying Machine adds an extra client 
service inexpensively. 





*Trade Mark 
®eeeeeeeeeeeeeeeeeeeeeeee ee eeeeeeeceeeeeeeeeeeeeeeeeeeeeeeeeeeeeee 
. MINNESOTA JU[INING AND JY[ANUFACTURING 006322 « 
° a OF CANADA LIMITED, BOX 757, LONDON, CANADA. ° 
; Thermo-Fax Yes ! I’d like to lower accounting costs. Send me details. 
- gthermo-Fax PRODUCTS | Name , 
z Company a 
. enc euer so, ° 
: Address ° 
: — City Zone Prov. ‘ 
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CANADIAN 


FACTORS 


OFFERS MORE THAN 
JUST FINANCING 


One of the chief functions of 
factoring is to provide ready cash 
against accounts receivable — to 
convert frozen assets into cash. 


In addition, though, Canadian 
Factors’ service also provides many 
plus benefits, of which one of the 
most important is this: 


A 100% guarantee against credit 
losses and collection problems. 


When a company factors with us, 
we buy his accounts receivable 
outright; we assume the credit risk 
and the collection worries. We 
guarantee payment 100%. 


Perhaps you have a client whose 
assets are tied up in accounts re- 
ceivable, whose growth is hampered 
through lack of liquid capital, and 
whose business might benefit from 
the special services of Canadian 
Factors. If you’d like more infor- 
mation for your own use, write to- 
day for our free booklet “Credit 
Protection and Receivables Finan- 
cing.” Reprints of the article “The 
Role of Factoring in Business” in 
a previous issue of this magazine 
are also available on request. 


o, 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 


Serving Canadian Business 
Since 1931 
423 Mayor Street, Montreal 


Victor 9-8681 
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which is reprinted this month, and 
“Independence in Accounting Prac- 
tice”, which will appear in a later 
issue. The development of the elec- 
tronic computer and electronic data 
processing techniques has been hailed 
as one of the most important factors 
that will affect business in the second 
half of this century; yet, points out 
the author in “Punched Card and 
Electronic Data Processing”, over- 
mechanization may be costly and in- 
efficient. “The goal”, he says, “should 
not be merely the production of more 
figures, more quickly, thereby creating 
serious filing and waste paper basket 
problems, but to produce only in- 
formation justified as useful in rela- 
tion to cost and sufficiently quickly 
to provide maximum assistance to 
management.” 

Mr. Wilson is a partner of Touche, 
Ross, Bailey & Smart, a past president 
of the Institute of Chartered Account- 
ants of Ontario and past chairman of 
the Canadian Tax Foundation. He 
was admitted to the Institute of Char- 
tered Accountants of Ontario in 1933 
and was elected a Fellow of the In- 
stitute in 1947. He will be president- 
elect of the Canadian Institute of 
Chartered Accountants at its meeting 
in Banff, Alberta, in September. 


RALPH DAVIES (page 556) 

In “Organization for Planning”, 
Ralph Davies considers the main 
stresses and strains with which man- 
agement must concern itself in build- 
ing an organization structure. He re- 
cognizes some of the outside influ- 
ences, political and _ technological, 
which affect industrial development 
and presents a forward planning pro- 
gram which, if carried out success- 
fully, can spell the difference between 
success and mediocrity in a business. 


Continued on page 520 
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DO YOU KNOW? 


Questions 


1. A Trustee can purchase a life insurance con- 
tract. 


2. A life insurance policy forming a part of trust 
property should name the cestui que trust as 
payee of the proceeds. 


3. The proceeds of a policy forming a part of 
trust property are dutiable in the insured’s 
estate. 


To help your clients obtain full value from their life 
insurance and annuities, our Estate Planning 
Department can provide valuable assistance on 
many questions of insurance planning as related to 
estates and taxation. 


Direct your inquiries to George R. Wallace, C.A., 
Manager of Estate Planning, Confederation Life 
Association, 321 Bloor Street E., Toronto 5. 


(‘onfederation Life 


ASSOCIATION 


iA => 1 


Answers 


1. True, provided the cestui que trust has an 
insurable interest in the life to be insured and 
provided the appropriate investment is author- 
ized by law or the trust deed. 


2. False. It depends upon the trust instrument, 
but usually the trustee is the owner and payee 
of the policy proceeds. 


3. False, since the life insured neither owned nor 
provided the premiums for the policy. 
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WRITING 
© 7 CHECKING 
PROVING 


Multi-Rite 


PEGBOARD 
ACCOUNT 


Complete records in 1/8 the 
usual time. For private or 
general payrolls; accounts re- 
ceivable. Uses low cost stock 
forms. For details or demon- 
stration call BUSINESS SYS- 
TEMS DEPARTMENT — HI. 
4-6671 or address 33 Green Belt 
© Drive, Don Mills, Toronto. 


OFFICE SUPPLIES @ PRINTING 
BUSINESS FURNITURE 
TORONTO - HAMILTON ™ 


“Time Saving Systems for All Office Records” 
SS 


Continued from page 518 

Mr. Davies joined the management 
consultant firm of Urwick, Orr & 
Partmers, Limited, London, England, 
in 1949 and came to Canada in 1956 
as senior consultant in charge of the 
Toronto office of Urwick, Currie Lim- 
ited. He was recently appointed 
president of the Canadian company. 
An active member of the Society of 
Industrial and Cost Accountants, he 
has written a number of professional 
articles and lectured at various semin- 
ars on management development. 


D. A. SPENCER, LL.B., C.A. (page 565) 

A plan of “Accounting for Land 
Development Companies” proposed 
by David A. Spencer is an approach 
to a problem resulting from the tre- 
mendous variety of circumstances 


which surround land development 
projects: allocation of raw land costs, 
apportionment of development costs 
to sub-divisions of the original tract, 
carrying charges before and after de- 
velopment, and the treatment of pro- 
motion costs and profits from lot 
sales, to name but a few. His article 
should be highly useful to account- 
ants whose function it is to guide and 
guard the expenditures of these ex- 
pensive land ventures. 

Mr. Spencer is currently associated 
with the Montreal office of Peat, 
Marwick, Mitchell & Co. His training 
and experience include a B.A. degree 
and LL.B. degree from Cambridge 
University, and in 1957 he was ad- 
mitted to membership in the Institute 
of Chartered Accountants of British 
Columbia. 


EDITORIAL (page 531) 

No group is better qualified to 
serve as advisors to small business 
than chartered accountants, a fact 
which inspired this month’s editorial 
“Serving the Needs of Smaller Busi- 
ness” by D. Bruce Davis, F.C.A. of 
Kitchener, Ontario. While more often 
than not it is the function of the 
smaller practitioner to serve the needs 
of the smaller business, the author re- 
cognizes that consultation with other 
specialists is frequently required. Far 
from weakening the case for the small 
practitioner, his ability to call on ex- 
pert help as and when it is needed is 
one of his greatest assets. 

Mr. Davis is senior partner of 
Davis, Dunn & Broughton, Kitchener, 
Ontario and a member of Council of 
the Institute of Chartered Account- 
ants of Ontario. He was admitted to 
membership in the Institute of Char- 
tered Accountants of Ontario in 1940 
and elected a Fellow in 1956. 
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alchemy 
to turn 


This decade's richest rewards 
belong to men who make each 
minute more profit-producing. 
AE RM ee AOU euE Pe Lee 
in every function in which 
machine-hours pay off better than 
man-hours. Ever-more-automatic 
machines, such as Monro-Matic® 
Calculators, cut figuring time, 
make your minutes worth more. 
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through “Figures Unlimited”, 
equipment leasing plan including 
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Man from Monroe about it today. 
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A DIVISION OF LITTON INDUSTRIES ee OATA PROCESSING MACHINES 


Monroe Calculating Machine Company of Canada, Ltd., Toronto * Offices throughout Canada 








List of Publications 

A complete list of the publications 
of the Canadian Institute of Charter- 
ed Accountants has been produced in 
the form of a small catalogue and 
will be distributed to all members of 
the Institute this month. It will also 
be sent to general subscribers of The 
Canadian Chartered Accountant as 
well as to the accounting professors 
and university libraries of Canada 
and the United States, and Canadian 
and foreign public libraries. Others 
may obtain a copy of this list by 
writing to the Canadian Institute of 
Chartered Accountants, 69 Bloor 
Street East, Toronto 5, Ont. 


Companies Act 

Some supplementary recommenda- 
tions for amendments to the Com- 
panies Act were submitted to the 
Federal-Provincial Conference on 
Uniformity of Company Law in Can- 
ada by the C.I.C.A. Companies Act 
Committee under the chairmanship 
of G. P. Keeping, Montreal. The pur- 
pose of the submission was principal- 
ly to bring the Canadian Institute’s 
recommendations regarding the audi- 
tor’s report into line with Bulletin No. 
17. 


An Appeal to Members 

As in past years, members of the 
Canadian Institute are now being 
asked to suggest names of friends and 
associates who might be potential 
subscribers to The Canadian Chart- 
ered Accountant. Because it is a 


technical journal, the magazine must 
522 


expect to find any increase in its read- 
ership among a rather select group, 
and past experience has shown that 
the most likely prospects are those 
names given to us by interested mem- 
bers of the Institute. By spending a 
little time in thinking of some suit- 
able names and returning the con- 
venient form to the magazine office 
(postage collect), a member will per- 
form a real service to both his profes- 
sion and to the persons suggested. 


Population of Canada 

Canada’s population reached an es- 
timated 17,732,000 at March 1, an in- 
crease of 1,651,000 or 10.3% from the 
1956 census total. 


Study of Nonprofit Organizations 

The accounting research division of 
the American Institute of Certified 
Public Accountants is about to begin 
a study of the accounting problems of 
nonprofit organizations. 

Attention will be focused upon the 
accounting problems which are char- 
acteristic of such enterprises, and an 
attempt will be made to determine the 
extent to which accounting principles 
applicable to business enterprises op- 
erated for a profit are appropriate 
for nonprofit organizations. | While 
the extensive work which has been 
done in the areas of educational 
institutions, hospitals and govern- 
mental units will be studied and re- 
viewed, primary attention will be de- 
voted to other organizations such as 
churches and religious organizations, 
charitable institutions, health and 


Continued on page 524 
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Moore Speediflex 


GIVES YOU THESE THREE 
FORMS-HANDLING BENEFITS 
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1 PERFECT FEEDING 2 PERFECT REGISTER 3 PERFECT REFOLDING 
The entire set of parts and because there’s no tent- in neater square packs 
carbon feeds, naturally and in ing or peaking, and both sides results from still another ad- 
perfect alignment, around the flow freely in natural, flexible vantage—Moore’s unique way 
writing platen. movement. of perforating the sets. 


This Moore ‘first’-—a brand new concept— 
results in new forms-handling efficiency for ee 
users of continuous marginal punched forms. epee Se 
The revolutionary new dimension is the flex- Che narta rama 
cut carbon. It acts as a flexible bond between Mae ye 
the various parts, and allows the Speediflex Pee neme yin ceie 
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‘peaking,’ aligning at the point of writing for forms 

perfect part-to-part register. This great new 
form introduces many other forms-handling: 
benefits. For a demonstration, look up the 
Moore man in the telephone directory or write 
the nearest Moore office. 


Patent pending. 
MoorE BusINEss Forms Ltp.*—856 St. James — 


St. West, MONTREAL * 7 Goddard Ave., ToRONTO 
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DO YOU KNOW 


Somebody who might be inter- 
ested in a subscription to 


The Canadian 
Chartered Accountant? 


Simply complete the form with 
his name and address and we 
will be pleased to send him a 
copy. 


address 


city 


address 
city 


Subscription Rates 
1 year $6 3 years $15 
Single copies 60c 


THE CANADIAN 
CHARTERED ACCOUNTANT 


69 Bloor St. East, Toronto 5, Ont. 





Continued from page 522 
welfare organizations, professional as- 
sociations, foundations, labour unions, 
veterans’ organizations, and coopera- 
tives. The study will not be concern- 
ed with bookkeeping and accounting 
systems for these groups, but rather 
with the major accounting problems 
and general principles which are pe- 
culiar to them. 

This project will be under the di- 
rection of Professor E. O. Henke of 
Baylor University, Waco, Texas. 


Committee Meetings 
Several committees of the Can- 
dian Institute have met recently: 

April 25 — Committee on Magazine 
and Publications, in Toronto, 
chairman H. S. Moffet. 

April 29 — Committee on Continuing 
Education, in Toronto, chairman 
C. C. Mackechnie. 

May 10 — Sub-committee on Reliance 
on Other Auditors, in Toronto, 
chairman W. L. L. McDonald. 

May 11 — Public Relations Commit- 
tee, in Toronto, chairman C. E. 
Winters. 

May 12-13 — Committee on Account- 
ing and Auditing Research, at 
The Chantecler, Ste Adele, P.Q., 
chairman H. I. Ross. 

May 26-28 — Committee on Long- 
Range Educational Planning, in 
Toronto, chairman W. F. Martin. 

May 30 — Sub-committee on _ the 
Bankers’ Brochure, in Toronto. 
chairman H. R. Macdonald. 


External Trade 

Canada’s commodity exports in the 
first quarter of 1960 were valued at 
$1,291,500,000, higher by 22.8% than 
a year ago, while imports were valued 
at $1,330,200,000, 9.3% above last year. 
Thus the import balance of the quar- 
ter was sharply reduced to $38,700.- 
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000 from $166,200,000 in the same 


aS- period of 1959. 
ns, ‘ 
ra- In Parliament 
m- Last month the House Ways and 
ng Means Committee considered a reso- 
er lution to amend the Estate Tax Act 
= and the following six paragraphs of 
a s the resolution were agreed to:— 

(1) That the deduction from aggregate 
i- net value allowed for the value of any gift 
of made to a charitable organization in Can- 


t ada be extended to the value of a gift made 


to a charitable foundation in Canada. 
(2) That the Canada Council be deemed fF API ul 


to be a charitable organization for purposes 


n- of the act. , . 
(3) That there be included in computing ers white ia 
ne the aggregate net value of the property earner 
‘O. passing on death any amount payable under and bookkeeping costs and avoid credit 
a policy of insurance effected on the life eee es 
of the deceased for the benefit of the fam- aCe Td 
1S ' ily of the deceased, where such policy, im- way to convert their tied-up capital into 
in mediately prior to the death, was owned by working cash 
the employer of the deceased. 
ce (4) That where the property passing on 
0, the death of a person includes property 


the value of which was determined as of 
the date of death of that person according 





: to prescribed tables of present values of 
: ' annuities, and within four years of that 
j date of death there occurs an event, such 
t- as a death or change in marital status of a 
at beneficiary, that allows the value of the 
D. property to be determined having regard 
7 to the occurrence of that event, the property 
f shall, on application made in accordance 
5 with prescribed conditions, be revalued and 
in the difference in tax refunded. 
os (5) That the four year limit, after which 
ne the minister may not make a re-assessment LOWEST RATES — FOR FULL DETAILS, 
0. unless there has been fraud, misrepresenta- 
tion or failure to disclose by the person fil- gn useaipaiee 
ing the return, may be waived by the execu- 
) tor by notice to the minister. 
” (6) That any enactment founded on 
i paragraphs (1), (2) and (4) shall apply 
at j in respect of deaths occurring after Decem- 
in ber 31, 1958, and any enactment founded 
d on paragraph (3) shall apply in respect of AETNA FAGTOnRs 
r. ‘ deaths occurring after March 31, 1960. CORPORATION LIMITED 
om In dealing with a resolution to in- stadibcsiilcbite wr 
),- troduce a measure to amend the In- 
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come Tax Act to make provision in 
respect to a new class of profit shar- 
ing plans under which 

(a) amounts allocated by the trustee 
shall not be included in the income of an 
individual who is a beneficiary under the 
plan until the year in which they are re- 
ceived, 

(b) no tax shall be payable by the trus- 
tee under the plan on the taxable income 
of the trust, 

(c) an employer may deduct in comput- 
ing income for the year an amount which 
when added to his contribution, if any, un- 
der a registered pension fund or plan does 
not exceed $1,500 per employee, 
the Minister of Finance said: — “As I 
indicated in the budget speech on 
March 31, it is our intention at the 
present session to introduce a sep- 
arate bill to amend the Income Tax 
Act in respect of profit sharing plans 
and to carry that bill no further than 
first reading at the present session. 
Then between now and the 1961 ses- 
sion full opportunity will be afforded 
to hon. members, to persons interest- 
ed in this subject and to the profes- 
sional groups, lawvers, accountants 
and any others who may be interest- 
ed, to study the measure and to assist 
us with their views.” 


Scottish Elections 


Alexander McKellar, C.A. was 
elected president of the Institute of 


Chartered Accountants of Scotland at 
its annual meeting on March 30 last. 
G. A. Usher, M.B.E. (Mil.), T.D., 
C.A. was elected vice-president. 


In the News 


Grorce AITKEN, C.A. (Man.) has 
been awarded the medal of honorary 
counsellor, highest honour bestowed 
within the ranks of the Canadian Red 
Cross Society. Mr. Aitken is immedi- 
ate past president of the Canadian 
Red Cross, a past president of the 
Manitoba Division and a member of 
the finance commission of the League 
of Red Cross Societies. 


CURRENCY EXCHANGE RATES 


The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., April 29, 
1960: 


Australia (pound) 2.17%; Belgium 
(franc) .0195; Denmark (kroner) .1405; 
France (franc) .1974; Germany (d. mark) 
.2320; India (rupee) .2042; Italy (lira) 
.00157; Mexico (peso) .0776; Netherlands 
(guilder) .2566; New Zealand (pound) 
2.71%; Norway (kroner) .1360; Sweden 
(kronor) .1876; Switzerland (franc) 2331; 
Union of South Africa (pound) 2.72%; Ster- 
ling in Canada, 2.70%-2.71%; Sterling in 
New York, 2.80%-2.814%; U.S. dollars in Can- 
ada, 3%-3% discount. 


CHARTERED ACCOUNTANT 


Large manufacturing Company with Head Office in Quebec City requires 
a Chartered Accountant, preferably under age 30 


Initial duties and training will be in Internal Audit work, with ample 
future opportunities for a person with the proper qualifications to broaden 
his responsibility within the financial division of the Company. 


Applications will be held in strictest confidence and should indicate age 
and provide full dexails of education and experience. 


Box 221, The Canadian Chartered Accountant 


69 Bloor Street East, Toronto 5, Ontario. 
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| new: Burroughs 


Printing Maltiptier 


III ITI II SII II AIA eee 


or 


‘ 
Now you can have all the 
| quality and capability of a 
| Burroughs ten key adding 
machine—plus automatic 
multiplication! Combining 
modern styling with smooth, 
quiet operation and light- 
weight portability, this new 
| Burroughs machine gives 
you a printed record of its 
results. All you have to do is 
F enter one factor on the key- 
board. Then, you merely set 
the multiplying wheel at the 
second factor and depress 
' the multiplication key. The 
| fest is automatic. Fast, 
| simple operation ; automatic 
| multiplication; printed 
| fesults; 10-column, 11-total 
; Capacity ; true credit balance 
imagine the convenience 
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of putting such advantages 
to work on jobs like these: 
e Computing payrolls, dis- 
counts e Calculating inven- 
tories, taxes, exchange 
amounts e Adding cash 
sales, journals e Extending 
and checking invoices e 
Making trial balances of 
customer accounts. Ask your 
Burroughs representative 
for a demonstration soon. 
Or get full details of the new 
Burroughs Printing Multi- 
plier—the latest addition to 
the most complete line of 
adding, calculating and 
accounting machines avail- 
able anywhere—by writing 
to Burroughs Adding 
Machine of Canada, Limited, 
Windsor, Ontario. 


Burroughs—TM 








London, Eng., April 22, 1960 
Tax Postrion OF Non-RESIDENTS 
Sir: May I refer to the editorial in your 
April issue on the subject of “Towards Bet- 
ter Tax Law”. 

On page 348 you suggest that in the 
event of the replacement of withholding 
tax by an unidentified increase in the gen- 
eral rate of corporate taxation, non-resident 
shareholders would be deprived of claiming 
a tax credit against the tax payable in their 
country of residence. 

This certainly might be true as regards 
residents in the United States who, I be- 
lieve, comprise the majority of non-resident 
shareholders in Canadian corporations. 
However, the position of United Kingdom 
residents would not be altered in any way 
since credit relief is at present available to 
them at the lower of their effective rates 
of personal taxation or the rate of indirect 
tax payable by the Canadian corporation 
combined with your 15% withholding tax 


CORRESPONDENCE . 


re 





for non-residents. Abolition of this latter 
tax coupled with an increase in the rate of 
tax payable by the company should not, 
therefore, affect the amounts of their claims 
in any way. 

Joun D. WELLs, C.A. 


Editor's Note: You are correct. There is 
a tendency for Canadians to fall into the 
trap of thinking of the position of U-S. 
shareholders to a greater extent than U.K. 
or other foreign shareholders. 


Readers of The Canadian Chartered Ac- 
countant are invited to express their opin- 
ions on articles appearing within our pages. 
Letters will also be welcome on other topics 
of interest to the profession but all corres- 
pondence must bear the writer’s signature 
and address (which will be withheld, if so 
requested ). 

The Editor. 





“Mining Accounting in Canada’ 


An outline of accounting and income tax problems peculiar 
to the industry 


by A. J. Little, F.C.A. and W. L. MacDonald, F.C.A. 


This new C.I.C.A. publication deals with accounting prac- 


tices adopted by major companies in the mining industry, with 
special emphasis on depletion, inventory valuation and the 


effect of income tax legislation. 


A number of sample financial statements are set out to 
show the various methods of presentation, and the book also 
contains a great deal of useful information in regard to the 


taxation of mining income. 


72 pages 


6x9, cloth-bound 


$3.00 


The Canadian Institute of Chartered Accountants 
69 Bloor Street East 


Toronto 5, Ontario 
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SERVES YOU BEST 
Nata 
COMMUNICATION EQUIPMENT 
ELECTRICAL WIRES AND CABLES 
ELECTRICAL SUPPLIES 
ELECTRICAL APPARATUS 





important ways 


CHARTERED TRUST 


Cam SCrve YOU cee 


® Savings Accounts 


@ Guaranteed Investment 
Certificates 


@ Real Estate Agent 


@ First Mortgage Loans 


CHARTERED 


COMPANY 


@ Executor of Will 
@ Estate Planning 


@ Pensions for Self- 
Employed 


9° 
@ Investment Management ~ 


TRUST 


34 KING ST. W. TORONTO 


Deer Park Kingsway 


York Mills 


20 St. Clair Ave. W. 2972 Bloor St. W. 1518 Bayview Ave. 


Continental 


Casualty 


Company 


Ross D. Hers 
Vice-President and 
Canadian General Manager 


Specializing in 
Professional 
Group 
Accident and 
Sickness 
INSURANCE 


61 Years of successful 
underwriting Claims paid exceed 
one billion dollars. 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 
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Editorial 


SERVING THE NEEDS OF SMALLER BUSINESS 
Most PUBLIC COMPANIES call upon professional consultants for assist- 
ance in planning and development. Indeed, many of them engage 
such personnel on a permanent basis as part of the management 
team. The role of the chartered accountant, in dealing with smaller 
businesses, may well include some of these services. In fact, it need 
not and should not stop with the issuance of an auditor’s report on 
the financial statement and what is behind it. 

Some practitioners are not always aware of the extent to which they 
can provide leadership to small businesses and that they can become 
a far more valuable ally in the eyes of their clients by offering a great 
deal of the help which the larger company obtains from the variety 
of skills personified in the management team. In smaller businesses, 
management and ownership are often synonymous, and in many cases 
there is no responsibility to the investing public. The main concern 
of the management is solving its day-to-day problems and planning 
for the future. Often the management is the responsibility of a single 
person with the result that all these problems and plans must be 
handled personally. 

There are many ways in which the needs of the smaller business 
may be served in addition to auditing of accounts and preparation 
of financial statements. Some of the most common forms of service 
are the preparation of income tax returns, the conducting of nego- 
tiations upon assessment of these returns and assistance with the 
preparation of notices of objection and notices of appeal. 

In the field of management accounting there is assistance with 
design and installation of accounting systems and systems of internal 
control, and the preparation of budgets and forecasts for the control 
of cash flows and control of operations. In the field of financial 
management there are such matters as long-term financing and 
maximum use of available working capital. In some situations the 
problem of succession is one which can only be met through a 
proper plan of executive development. 
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In addition to servicing the smaller business, there is the matter of 
providing assistance to the owners of these businesses on a more 
personal basis. A great contribution can often be made by advising 
and participating in estate planning, a field in which chartered 
accountants are increasingly active. 

In his desire to provide for the needs of smaller business, the 
chartered accountant must recognize that there are certain areas in 
which he does not have the special ability or training required in 
order to supply the client with the services which might otherwise 
be provided by management consultants, professional engineers or 
other specialists. If he believes that he lacks the training required to 
provide such services as time study, plant layout, marketing or, in 
some cases, systems and procedures, he must be prepared to advise 
his client to seek outside assistance. Failure to do this will become 
apparent sooner or later, and with it will come loss of prestige in 
the mind of the client. 

By and large, the smaller practitioner serves the smaller business. 
He has the advantage of being able to offer personalized service in 
an area where it is most effective. Although it may seem that through 
purchase and amalgamations large companies are ever-increasing in 
size, our system of private enterprise assures us that new smaller 
businesses will be born every day. The small practitioner must always 
be mindful of the fact that he can provide services in addition to 
those of the statutory audit requirements which in many cases may 
be more appreciated by his clients and enable him to make a greater 
contribution to the well-being of the community in which he lives. 











1960 


A Lawyer 
in Estate Planning 


Tue FeperaL Estate Tax Acr which 
came into force on January 1, 1959 
offers the accountant more opportuni- 
ties in the field of estate planning 
than ever before. Until the last few 
years most estate planning was done 
by lawyers and notaries at the will- 
drawing stage or by far-sighted insur- 
ance and trust company advisors. The 
accountant’s role was (in the main) 
a peripheral one requiring him to 
give attention to this subject usually 
only when called upon to do so for 
purposes of valuation. The new Act, 
however, will bring the accountant 
into the estate tax field as surely as 
he has long been firmly ensconced in 
the income tax arena as a complement 
to his legal counterpart. If, as is some- 
times lightly said, the introduction of 
the Income Tax Act has made ac- 
countants out of lawyers, so will the 
Estate Tax Act help to make more 
lawyers out of accountants. 

As an unabashed complement to 
the Income Tax Act, the new statute 
uses terminology which, as far as pos- 
sible, is the same as that in its sister 
law. The provisions relating to assess- 
ment, appeal, control and administra- 
tion are patterned after their counter- 
parts in the Income Tax Act, and 
accordingly the mechanics will now 
have a comforting familiarity for both 


Looks at the Accountant 


H. HEWARD STIKEMAN, Q.C. 


professions. As the Estate Tax Act is 
more scientific than its predecessor in 
its design to extract the last equitable 
as well as legal cent, it is also more 
sensitive to the vagaries of accurate 
valuation, careful planning and 
“black-letter” rather than equitable 
considerations. 


Object of Estate Planning 


In order to understand the role of 
the accountant in the field of estate 
planning, the connotation of the 
phrase itself must be understood. 
The object of all estate planning is to 
place the client, as far as possible, in 
a position which enables him to make 
provision, while living, for the needs 
of his prospective heirs and for the 
payment of succession duties in such 
a manner as to prevent death from 
disturbing the business or investment 
growth-pattern in his estate. Thus, 
the ideal end of a perfect estate plan 
would enable the client to die a 
pauper while living as much like a 
prince as possible. Theoretically, if 
estate planning is properly conduct- 
ed and the various elements are in 
the correct juxtaposition, the ideal 
objective above described can be 
achieved in relative terms. However, 
such extremes are neither possible 
nor desirable in most cases, since the 
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peculiar concept of stripping a man 
of his worldly goods many years in 
advance of the “grim reaper” often 
results in frustration, intra-family con- 
flict, and other uncompensated incon- 
veniences which often make the cure 
worse than the disease. 


Every estate planner has really 
only three ingredients to work with: 
the lives affected, the assets involved 
and the valuation of such assets. 


When considering the lives affect- 
ed, it is important to give thought not 
only to the testator and his widow, 
but also his children and, wherever 
possible, to his grandchildren. Fre- 
quently, plans which are well con- 
ceived for the generations in view at 
the time become hopeless stalemates 
when a new generation has taken the 
place of the old, and the legal or 
formal restrictions imposed to render 
the plan effective become shackles 
upon the ultimate inheritors which 
cannot be removed. Thus, the effect 
upon all affected lives must be fully 
considered before any plan is com- 


pleted. 


The assets involved require a great 
variety of treatment. Care must be 
taken, for example, if real property 
is disposed of to a holding company 
(should that be the chosen instru- 
ment), that such a disposition does 
not fall afoul of the provisions of the 
Income Tax Act, notably section 8, 
16, 17 or other sections imposing the 
concept of constructive receipt. Even 
where real property is not a trading 
asset of the transferor, it may involve 
him in recapture of depreciation 


when disposed of at fair market value. 
If, to avoid recapture of deprecia- 
tion, property is disposed of at book 
values, it may have overtones of gift 
tax to the common shareholders of 
the transferee company. 


Likewise, 
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speculative securities must be treated 
with care. Nor can shares in closely 
held family corporations, heavy with 
surplus, be lightly transferred to hold- 
ing companies in the face of section 
28 of the Income Tax Act under 
which such transfer might create a 
“designated surplus” problem whose 
consequences could be more _far- 
reaching and more adverse than the 
estate tax sought to be minimized. 


Value of the Accountant 

While the role of the accountant in 
considering the effect upon the lives 
involved is of less scone than that of 
the lawyer or the notary, the value of 
the accountant in determining the 
proper method by which to deal with 
various types of assets for an estate 
plan cannot be over-emphasized. This 
stems directly from his skill acquired 
as an income tax advisor since as 
many of the dangers inherent in es- 
tate planning arise under the Income 
Tax Act as under the Estate Tax Act. 
Such obvious items as designated sur- 
plus, tax paid undistributed income, 
recapture of depreciation, property 
values as allocated between depreci- 
able and non-devreciable property 
under section 20(6)(g) of the In- 
come Tax Act, benefits to share- 
holders under section 8, and the over- 
all dangers inherent in sections 137 (2) 
and 138, (which strictly applied 
could have disastrous effects on most 
non-business transfers between per- 
sons not dealing at arm’s length) are 
all familiar to most accountants, but 
are not so likely to be readily recog- 
nized by the average legal or notarial 
practitioner. Thus the accountant’s 
role in this phase of the planning is 
to alert his legal associate to the 
dangers of the situation so as to en- 
able the latter to formulate his solu- 
tion in a more effective manner. 
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The third ingredient of estate plan- 
ning is the value to be attributed to 
the various assets. The objective will 
be to so arrange the affairs of the de 
cujus that if he is reasonably young 
he may dispose of his assets little by 
little over a long period of time, pay- 
ing some modest amount of gift tax 
as he goes. This implies that the 
assets which he retains during the dis- 
posing process must be frozen as to 
their value. Without such a freezing. 
the natural increment which enures to 
most assets in an inflationary economy 
will constantly increase the value of 
those remaining in the transferor’s 
hands and render nugatory the giving 
program itself. The key to a success- 
ful estate plan is a freezing of assets 
coupled with the orderly disposal of 
the frozen assets over a long period 
of time. 


Valuation of Assets 

In most cases the freezing is 
achieved by the utilization of a hold- 
ing company to which the testator 
transfers the assets of which he divests 
himself during his life in exchange 
for preferred shares of an equal 
value. These may be voting or non- 
voting depending upon the state and 
nature of the common shareholders 
and his own plans. Any such transfer 
involves an accurate valuation of the 
assets to be transferred for three rea- 
sons. First, it must be ascertained 
how many preferred shares should be 
issued in exchange for the assets. 
Secondly, it must be known that the 
valuation is in accordance with the 
fair market value formula which 
would be applied by the Succession 
Duty Branch itself so as to permit 
an adequate provision for interim 
succession duties in the event of the 
planner’s death before completion of 
the disposal process. Thirdly, one 


must be certain that the values will 
be accepted by the gift tax branch of 
the Taxation Division. Substantial 
discrepancies either way (i.e. where 
the testator receives more or less than 
the value of that which he transfers 
to the company) could be equally 
dangerous. The first could involve 
him in gift tax, and the second in in- 
come tax under section 8 as having 
received a benefit in his equity of 
shareholder. 


In the matter of valuation many 
other considerations enter. These are 
dealt with at some length in the Es- 
tate Tax Act under Division F en- 
titled Special Rules Applicable in 
Determining Value. The accountant 
however, will play the chief role in 
applying these rules. Often he will 
be better able to value the assets in- 
volved than his client. 


The great exception to the normal 
rules of valuation is, of course, the 
special provision for valuing securi- 
ties where no closing prices or quota- 
tions are obtainable or in valuing 
shares in closely held companies. 
Here the accountant is indispensable. 
He will be able to fit the general 
business and economic pattern to the 
particular facts of his client’s case 
so as to produce a result which will 
be in conformity with that normally 
reached by the estate tax assessors 
themselves. His judgment will be 
able to guide his legal or notarial as- 
sociate through the accounting and 
economic process whose application 
forms the basis of the valuation reach- 
ed so as to arm him fully for the 
ensuing fray. The rub throughout the 
entire valuation division of the Act is, 
of course, the somewhat unrealistic 
attitude toward valuing the control 
by the deceased in the case where he 
himself is a minority shareholder but 
where his shares, together with those 
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owned by persons related to him, con- 
trol the corporation. Under these 
circumstances, his shares, even though 
minority shares, are to be valued as 
if they were controlling shares unless 
it can be established that the de- 
ceased and the others related to him 
were actually dealing with each other 
at arm’s length. 


In passing, it should be noted that, 
unlike the Income Tax Act, “arm’s 
length” is nowhere defined in the 
Estate Tax Act. This is done for a 
purpose since, as has already been 
mentioned, normal estate planning 
deprives the client of his equity in- 
terest without depriving him of con- 
trol of the assets involved during his 
lifetime. Thus the emphasis in the 
statute on control has become more 
marked. 


Normal Estate Plan Patterns 


The normal route followed in these 
plans, where the client and the pros- 
pective deceased has a wife and chil- 
dren whom he wishes to benefit, is to 
effect during life as nearly as pos- 
sible the results that would follow 
from the normal will on death. The 
estate may not always be suscept- 
ible to the holding company tech- 
nique, and other plans should be con- 
sidered according to the circum- 
stances. Where the estate is not suit- 
able for incorporation, or such in- 
corporation is not desired for any 
other reason, the appropriate mea- 
sures may be taken by way of re- 
organization of the business itself, a 
buy-and-sell agreement between the 
partners of the business or the co- 
shareholders, an insurance plan to 
provide for payment of succession 
duties and estate tax, a living trust, 
a charitable foundation or any other 
plan suited to the individual case. 


Most wills provide that upon death 
of the deceased his property vests in 
the children with a life income to 
the widow. Where the estate contains 
shares in family businesses which are 
going concerns and which must be 
perpetuated, additional safeguards 
are inserted to provide for the con- 
tinuation of adequate management. 
Where an estate plan is developed 
under such circumstances, it is nol 
unusual to find a holding company 
created which will be owned by the 
deceased’s children and to some ex- 
tent by his widow, but over which 
the deceased retains control during 
his lifetime. These holding companies 
usually provide for nominal capital in 
terms of common shares whose des- 
tination is the children and a sub- 
stantial amount of capital represented 
by non-redeemable, non-cumulative 
preferred shares with a high interest 
rate which will be exchanged by the 
company for the assets of the de- 
ceased to be transferred to it. In 
some cases voting preferred shares 
are also created. These are usually 
more in number than the common 
shares but of low par value. The pur- 
pose of such low denomination pre- 
ferred in most estate plans under the 
old law was to provide for the re- 
tention of control by the deceased 
during his lifetime; under the new 
Act such shares should be used spar- 
ingly. The same result may be ob- 
tained by other means. 


Evolution of a Plan 

The chronological steps in the 
evolution of a holding company es- 
tate plan would therefore usually go 
something like this: 

(1) The valuation of all the de- 
ceased’s assets at present market 
value is obtained by applying the 
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most appropriate methods of valua- 
tion to the particular assets, usually 
by an accountant. Confirmation of 
such valuation is generally obtained 
from the valuation unit of the Succes- 
sion Duty Branch. This unit is spe- 
cially equipped to furnish such valua- 
tions but will only do so when a gift 
is in prospect. Since most estate 
plans involve gifts of substantial 
amounts, it is not often difficult to 
obtain confirmation of the values 
sought. 

(2) Once the assets have been 
valued and confirmation obtained, the 
holding company is created. In the 
Province of Quebec where the chil- 
dren are minors they cannot subscribe 
for the common shares themselves, 
and thus the common shares must be 
taken up by the de cujus and trans- 
ferred to the children by way of gift 
before they become too valuable and 
the gift tax incidence too high. This 
will provide a problem in that the de 
cujus must live five years under Que- 
bec succession duty law and three 
years under the federal law before 
the common shares will be out of his 
estate for succession duty and estate 
tax purposes if they become valu- 
able through subsequent appreciation 
of the underlying assets. Any other 
method of dealing with the shares 
may also create possible complica- 
tions under section 22(b) of the Que- 
bec Succession Duties Act. Where 
the children are of age, however, it 
is imperative that they purchase their 
shares from their father rather than 
that they receive them by way of gift. 
If the child, whether of age or not, 
receives his common shares by direct 
subscription from the company, there 
is a danger that the estate plan may 
be completely vitiated in Quebec. 
Since the rates of duty in the Prov- 
ince of Quebec are not much differ- 


ent from those in the federal Act, 
such a result could be fatal to the 
plan. 

(3) After the holding company is 
created, the assets which the de- 
ceased wishes to freeze are trans- 
ferred to it in exchange for all of its 
shares, common, voting preferred and 
non-voting preferred, if any. At this 
point in time the client will own all 
of the shares of the company. The 
common shares will have little value, 
and the preferred shares will have 
only the value of the assets given for 
them, provided that they have an 
adequate rate of vield. As an alter- 
native to using voting preferred 
shares, which is going out of fashion, 
it is now normal to give a vote to all 
of the preferred shares. They must 
also pay dividends at a good commer- 
cial yield rate. The next step after 
the transfer of the assets for the 
shares is for the father either to give 
or to sell, depending upon the age of 
his children, the common shares to 
them before they have become of 
any value. If the father does not give 
or sell the common shares to the 
children but the children have sub- 
scribed for the common shares from 
the company, then the provisions of 
section 22(b) of the Quebec Succes- 
sion Duties Act may apply as already 
mentioned. This section provides in 
effect that where any transfers of this 
type have been made during the life 
of the deceased, there shall be added 
to his estate upon his death any 
difference between the value of the 
assets which he gave at the time of 
his death and the value of that which 
he received for them at the time of 
his death. 


Obstacles to Overcome 
Quite apart from the many im- 
pediments already mentioned placed 
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in the path of good estate planning 
by the Income and Estate Tax Acts, 
there are some other obstacles which 
must be considered. These arise 
from the instruments chosen to effect 
the plan. If the holding company 
is not utilized and estate planning 
is to be effected by a trust, a 
change of domicile, a cross-insurance 
scheme or a simple change in the 
will or a charitable foundation (each 
of which methods involve considera- 
tions of such complexity and magni- 
tude that it is impossible to deal with 
them here), different obstacles will be 
encountered. Many, however, are 
common to most plans. 


Generally speaking, every estate 
plan on whatever basis must take ac- 
count of the following: the marriage 
contract peculiarity in the Province 
of Quebec; the Succession Duties Act 
of the Province of Quebec and On- 
tario, and any other jurisdictions 
which might be involved outside of 
Canada; the possibility that after the 
estate plan is set up and all the lines 
are finally drawn the testator will 
have more children; the possibility 
that after the plan is rendered firm a 
divorce or separation may have to be 
faced; and the difficulties imposed by 
the existence of minor children them- 
selves, particularly in the Province of 
Quebec. While many of these ob- 
stacles are of a legal nature and not 
the concern of the accountant, the 
possibility that they may arise must 
never be absent from his thoughts. 


Role of the Accountant 


What, then, is the proper role of 
the accountant as an estate planner? 
It may be summarized as follows: 

First and foremost, it is to gauge 
the need of his client and tell him in 
general whether it is desirable for 
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him to contemplate an estate plan. 
More than anyone else closely con- 
nected with his client, the accountant 
will sense the need and the moment. 
His day-to-day connection with his 
client’s business and other affairs, to- 
gether with his objective position, 
equips him to discern the need in the 
first instance. 

The accountant will probably be 
best equipped to select the method 
although he may need to consult 
lawyers, notaries and other practi- 
tioners in this field in order to be 
certain that all the possible methods 
are canvassed before one is chosen. 
For example, he will know whether 
the plan could be effected by a 
simple divesting of equity interests or 
whether it would require the pro- 
tection of a viable business by the 
creation of some continuity in man- 
agement through an employee-man- 
agement group with adequate in- 
centive. 

It will be the role of the account- 
ant to guide the client to the ap- 
propriate source of technical assist- 
ance. The accountant will know the 
nature of the assistance required, 
whether that of a lawyer, notary, 
real estate valuator, insurance coun- 
sellor or underwriter. 

The accountant, being the one con- 
stant link between his client and the 
other technical advisors, must work 
in collaboration with all of those who 
are required to be brought in. This 
is perhaps his most important role 
since he will be responsible for bring- 
ing to the attention of the other 
planners all the factors involved 
which have come to his knowledge 
during his professional association on 
a day-to-day basis. Some of these 
factors may indeed be unknown io 
his client. He will, as already stated, 
be indispensable in preparing valua- 
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tions and briefing his legal associates 
preparatory to their negotiations with 
the authorities. He must also com- 
pute the probable results of the alter- 
native available plans for the benefit 
of his client in order to ensure that 
the choice will be properly weighed. 

Lastly, he will be best advised to 
establish a flow sheet charting the 
control, development and fulfilment 
of the selected plan so that the 
efforts of all parties involved in it may 
be co-ordinated and followed up. 


Practical Precepts 

Since the role of the accountant 
will be a key one, some practical 
rules to an approach may be of help. 

1. Choose the simple plan over that 
which seems impressive but is com- 
plicated. Always remember that the 
less complex the method the more 
flexible it can be made. If it must be 
made irrevocable, flexibility is vital 
since there is nothing which frus- 
trates a client more than being locked 
up for life in a “perfect” estate plan. 
Loopholes are lifeholes. For these 
reasons divorce, fertility or new faces 
in the business cause the nightmares 
of estate planners. 

2. Macabre as it may sound, plan 
past the first death. The estate plan- 
ning consultant may outlive his client 
and may have to explain his handi- 
work to other generations. 

3. As far as possible, matters should 
be arranged so that the client’s funds 
are not used to pay what death duties 
may arise. Insurance companies have 
facilities to prevent this. 

4. Avoid the use of cash as con- 
sideration for any of the transfers of 
assets that may have to be effected in 
the course of the plan. 

5. Never plan with the avoidance 
of income tax in mind. The main ob- 


jective should always be the legal 
minimization of estate tax and succes- 
sion duty. Often a small income tax 
saving, deliberately arranged to frost 
the estate plan cake, may trigger an 
assessment of unsuspected propor- 
tions against the unfortunate client. 
This does not mean to say that if 
income tax savings occur by accident 
or incident they should be eliminated. 
However, many clients believe that 
an estate plan will reduce their in- 
come tax. Such a belief should be 
disposed of before any plan is started. 


6. Wherever possible, the gift tax 
should be employed as a_ litmus 
paper. By exposing some part of the 
plan to a gift tax assessment, one can 
determine to what extent it is on 
“the alkaline side”. 


7. The inhibiting factor of con- 
stantly changing legislation should 
never be underestimated. It is not 
only in the realm of politics and 
labour that the liberal of today be- 
comes the conservative of tomorrow. 
Fiscal laws rarely create loopholes 
but thev frequently close them. No 
bona fide, successful, long-term es- 
tate plan should rely upon apparent 
loopholes in today’s laws for its ef- 
fectiveness. It should be designed to 
stand up under all the normally anti- 
cipated legislative changes. This can 
only be made possible if the philoso- 
phical approach is basically correct. 


8. Lastly the estate planner should 
never dismiss ideas which are 
brought to him by clients even 
though they are obtained in the most 
unlikely places. Bars, steamrooms, 
beaches and aircraft have proved 
some of the most fruitful breeding 
grounds for ideas which often turn 
out to be more stimulating than those 
generated in the more pedestrian sur- 
roundings of a professional office. 





An American Viewpoint on 
Accounting Concepts 


DAVID R. DILLEY 





THE DETERMINATION of income and 
financial position is based upon cer- 
tain underlying concepts. Although 
much has been written about the in- 
dividual concepts of accounting, stu- 
dents and others who are not pro- 
fessional accountants frequently lack 
a complete understanding of how 
these basic accounting concepts fit 
into a definite structure of account- 
ing theory. The same is sometimes 
true, but to a much lesser extent, of 
practising accountants. 


At the present time, there is an 
apparent lack of general agreement 
as to how the various concepts are re- 
lated. Undoubtedly, this is a major 
cause of the inadequate understand- 
ing of the structure of accounting 
theory. 

This presentation integrates a num- 
ber of familiar but fundamental con- 
cepts into a definite structure of ac- 
counting theory and seeks to accom- 
plish the following purposes: first, to 
facilitate a better understanding of 
the accounting by students and others 
wh» are not professional accountants 
and, secondly, to serve as a step to- 
ward attaining greater agreement 
among the members of the account- 
ing profession as to what constitutes 
the basic framework of accounting 


theory. 


The framework of accounting 
theory which follows is one American 
viewpoint on the subject. It is recog- 
nized that in at least one area the 
framework presented is at variance 
with present Canadian accounting 
theory, but it is felt that only as 
alternate viewpoints are set forth and 
considered can accounting thought 
continue to evolve and the accounting 
profession continue to develop. 


Assumptions 


The entire structure of accounting 
theory appears to be based on a 
number of assumptions. Webster's 
New International Dictionary defines 
an assumption as: A thing supposed; 
a postulate, or proposition assumed; 
a supposition. In general use an 
assumption is that which is taken for 
granted without proof, frequently as 
the starting point of an argument. 
An alternative term describing the 
base on which accounting is built is 
“convention”. Accounting assump- 
tions or conventions are concepts 
facilitating certain ends. They are 
justified only if they adequately serve 
the ends to be attained. They are 
based on general agreement and do 
not require conclusive demonstration 
or proof. Needless to say, however, 
the validity of the end results of ac- 
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counting is dependent upon the valid- 
ity of these initial assumptions. 

Assumptions serve as boundary 
lines within which all other account- 
ing concepts are defined and within 
which income and financial position 
are determined. Since these boundary 
lines are based on fairly general 
agreement, assumptions are not so 
fundamental that they cannot be 
changed if and when general opinion 
deems such change to be desirable. 
Changes in assumptions come about 
when it is felt that alternative as- 
sumptions are more realistic and 
when the end uses of accounting data 
could be better served by alternative 
assumptions. 

The accounting assumptions or con- 
ventions having rather common ac- 
ceptance are at least seven in num- 
ber: 

1. Business Entity — A business en- 
tity is an artificial being which owns 
or is assumed to own or control cer- 
tain assets against which creditors 
and owners have certain claims. The 
activities of the business entity are 
distinctly separate from those of the 
owners, regardless of how closely the 
latter may identify themselves with 
the business. The accounting re- 
cords and statements are those of the 
entity; accordingly, any income earn- 
ed is that of the entity until the time 
it is allocated. This assumption ap- 
pears to be strongly supported by a 
number of legal doctrines. 


2. Going Concern — This assump- 
tion is that continuity of operations is 
likely for the foreseeable future. 
Hence, assets of the entity are stated 
on the books on the basis of their 
recoverability during future periods 
to the going concern. In connection 
with this assumption, however, ac- 
countants generally recognize that 


when circumstances are known which 
make this assumption invalid, it 
should be discarded, and, according- 
ly, assets should be stated on the 
basis of their estimated liquidation 
value. 

3. Accounting Period — Although 
an accurate determination of profits 
can be made only after the liquida- 
tion of a business, parties having a 
financial interest in the business can- 
not wait until liquidation for this de- 
termination. Hence, there is a need 
for a periodic test reading of rev- 
enues, expenses, and net income ap- 
plicable to a given period of time. 
This period is generally one year. 
However, when it is felt that income 
and financial position would be more 
accurate if determined over a period 
other than one year, such determina- 
tion is usually made. 


4, Monetary Valuation — The mone- 
tary valuation assumption is that the 
financial status of an enterprise can 
be stated in terms of a monetary unit. 
This implies that all tangible and in- 
tangible values are expressed in 
terms of a common monetary unit in 
the accounting records. Actually it is 
generally recognized that at times an 
enterprise owns or has control over 
valuable factors which are given no 
direct’ recognition in accounting. 
These factors, however, tend to be 
indirectly recognized through their 
effects on various accounts and may 
be directly recognized upon sale or 
liquidation of the enterprise. 


5. Cost as Economic Significance 
— Accounting assumes that the cost of 
any factor acquired by the business 
entity represents, at the acquisition 
date, the actual economic significance 
of the factor. This assumption is in 
turn based on the further supposition 
of rational business conduct, which is 
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probably a reasonable supposition al- 
though never completely true. Of the 
various alternative assumptions which 
could be made about the economic 
significance of business factors, this 
one appears to be the most logical 
and useful. 

6. Cost Cohesion — It is assumed 
that as the physical factors of pro- 
duction are united to form new util- 
ity, the costs of each of these factors 
unite in the same way as their phys- 
ical counterparts. This assumption of 
cohering costs is not an attempt to 
determine the “value” of the new 
utility, for such would probably in- 
clude imputed profits, but is an at- 
tempt to measure the efforts in creat- 
ing it. This assumption appears to be 
the most realistic of any that could be 
made regarding cost cohesion. 

7. Constant Value of Monetary 
Unit — Accounting assumes that the 
economic value or significance of the 
monetary measuring unit remains un- 
changed. However, it is generally re- 
cognized that this never has been 
true and never will be. 

During the years in which the 
writer has been employed in indus- 
try, it has become increasingly ap- 
parent that the numerous unfavour- 
able situations arising from adherence 
to this assumption are overwhelming. 
Briefly, accounting information is fre- 
quently misleading to individuals who 
are not fully acquainted with all of 
the «underlying assumptions and the 
implications of each assumption. 
Further, those individuals who are 
aware of the inadequacies of account- 
ing data have to make numerous and 
constant adjustments in order to 
formulate decisions which are eco- 
nomically sound. Finally, the most 
serious objection to this assumption of 
constant values is that since it is 
fundamental in determining income 
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subject to taxation, it results in num- 
erous and serious inequities among 
taxpayers. 

It is the opinion of the writer that 
accounting can be of greatest service 
in the future only if it recognizes 
changes in the value of the monetary 
unit. 

The preceding assumptions consti- 
tute the basic framework of account- 
ing and are intended to be illustrative 
rather than complete. These assump- 
tions determine the area within which 
the other concepts must be defined. 
All the other accounting concepts dis- 
cussed below are based on these 
fundamental assumptions and are 
meaningless without them. 


Doctrines 


Within the framework of assump- 
tions there exist several taught or re- 
commended conformities which are 
thought to be desirable policies in 
keeping accounts and preparing finan- 
cial statements. These conformities, 
called doctrines, serve as a guide to 
the manner in which principles and 
rules should be applied in accounting 
practice.’ 

Webster’s New International Dic- 
tionary states that the word “doctrine” 
applies to any speculative truth or 
working principle, especially as taught 
to others or recommended to their 
acceptance. Doctrines are not funda- 
mental truths, but are merely strong- 
ly held opinions of individuals and 
organizations that are proposed as de- 
sirable policies for others to follow. 
The five doctrines discussed below 





1For many of the ideas relating to these 
doctrines, the writer is indebted to S. F. 
Gilman, “Accounting Concepts of Profit” 
(New York: The Ronald Press Company, 
1939). 





AN AMERICAN VIEWPOINT ON ACCOUNTING CONCEPTS 543 


lie within the framework of the as- 
sumptions of accounting. Doctrines, 
as well as assumptions, cover the en- 
tire field of accounting. The distinc- 
tion between these two concepts is 
that assumptions essentially are the 
“ground-rules” of accounting which 
generally are taken for granted, 
whereas doctrines are advocated 
policies as to how to record and re- 
port accounting data. 

1. Conservatism — Historically, 
bankers and other grantors of short- 
term credit advocated conservatism 
or “being on the safe side” by valuing 
balance sheet items with caution. Al- 
though formerly considered to be an 
absolute virtue in accounting, con- 
servatism today does not enjoy its 
former high esteem. This is probably 
because of an advance in theoretical 
analysis which has pointed out cer- 
tain non-conservative by-products of 
a conservative balance sheet and be- 
cause of the increase in the variety of 
uses made of financial statements. 


2. Consistency — Gilman has stated 
“the doctrine of consistency . . . re- 
fers to one particular accounting 
entity and its application is consider- 
ed satisfactory when the entity's 
accounting methods, practices, or us- 
ages which have some background of 
general acceptance remain unchanged 
from period to period.”? This doc- 
trine also involves a congruity of 
treatment of particular items on dif- 
ferent financial statements of the 
same accounting period. Consistency 
is advocated in order to avoid mis- 
leading interpretations within any one 
period and erroneous comparisons of 
one period with another. 

8. Verifiable, Objective Evidence — 
The term “verifiable” connotes cap- 


2 Gilman, op. cit., p. 238. 


ability of being confirmed, whereas 
the term “objective” relates to the ex- 
pression of facts, without distortion 
from personal bias. “Evidence” is that 
which furnishes or tends to furnish 
proof. This doctrine means that 
transactions should be supportable by 
authentic business documents, and is 
applicable both to transactions with 
parties outside the firm and to the 
subsequent internal accounting treat- 
ment of these recorded transactions. 

4, Full Disclosure — As a policy of 
report or statement preparation, all 
information and explanations neces- 
sary for interpretation should be in- 
cluded. Disclosures must be made of 
all information which might influence 
the decision of a present or prospect- 
ive investor in the firm. 

5. Materiality — This term may be 
defined as “importance in some given 
respect”. One guide to materiality 
has frequently been the degree to 
which comparability of statements is 
affected. The effect on statement 
comparability varies with the account 
or accounts involved, the dollar 
amount, and the size of the particular 
firm. In the final analysis, materiality 
depends on the judgment of the 
accountant. 

Summarizing the discussion of doc-' 
trines, it is concluded that they are 
policies advocated in keeping ac- 
counts and preparing statements; 
existing within the framework estab- 
lished by the assumptions, they are 
applicable to all principles, rules, and 
practices of accounting. 


Principles 


Although many individuals and or- 
ganizations have attempted to formu- 
late a statement of principles which 
would become generally accepted, no 
such statement of generally accepted 
principles exists today in the United 
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States. However, certain generaliza- 
tions can be made. 

First, it is generally recognized that 
accounting principles are not com- 
parable with those in the natural 
sciences, in that they cannot be es- 
tablished by laboratory experimenta- 
tion. Secondly, accounting principles 
are not determined by law or by gov- 
ernment directive, nor should they be. 
They must consider the dynamic na- 
ture of the economy and evolve with 
its needs. They must be developed 
in harmony with the assumptions and 
doctrines of accounting and the log- 
ical reasoning which considers the re- 
quirements and objectives of all 
parties needing accounting reports. 
Thirdly, accounting principles are de- 
ductive reasoning on which practices 
are based. They are the source rather 
than the result of accounting prac- 
tices. 

The dictionary definition approach- 
ing most nearly the accounting use of 
the word principle is “a general law 
or rule, adopted or professed as a 
guide to action; a settled ground or 
basis of conduct or practice”. Paton 
& Littleton have used the term 
“standards” in this sense and have 
written that accounting standards will 
be useful guides to procedures over a 
wide area of application. 

“Standards . . . are conceived as 
guides by which to measure de- 
partures, when and if departure is 
necessary and clearly justifiable. 
Standards, therefore, should not 
prescribe procedures or rigidly con- 
fine practices; rather, standards 
should serve as guideposts to the 
best in accounting reports.”* 


3'W. A. Paton, and A. C. Littleton, “An 
Introduction to Corporate Accounting 
Standards”, American Accounting Associa- 
tion (Iowa City, Iowa: Athens Press, 
1940), pp. 5-6. 


Accounting principles encompass 
a narrower scope than assumptions or 
doctrines, the latter covering the en- 
tire field of accounting. However, the 
scope of principles is not so narrow 
as to state specific procedures of ap- 
plication to be followed. Statements 
of procedures may be termed “rules”. 
These rules, based on accounting 
principles, serve to guide accounting 
practice. Defined within this frame- 
work, it is apparent that principles 
are few in number, although the 
specific rules and practices based on 
them may be almost unlimited. 


1. Matching Principle: Income is 
measured by matching revenues earn- 
ed against costs consumed.‘ 


This principle does not state what 
income is or of what it consists; it 
merely states how it is measured. In- 
come has been defined as: 


“The aggregate of unrestricted 
amounts received or receivable (de- 
pending on the method of account- 
ing consistently employed by the 
taxpayer ), in money or other prop- 
erty as (1) gains from personal 
services rendered, (2) gains from 
property used by another, (3) gains 
from property disposed of by sale 
or exchange, (4) gains from the 
conduct of a trade, business or pro- 
fession, and (5) the distributed 
shares of the income of another per- 
son, trust or organization received 
as proprietor or beneficiary”.® 


4 This principle is similar to one listed by 
the Executive Committee of the American 
Accounting Association in “Accounting 
Principles Underlying Corporate Financial 
Statements”, 1941. 

5 This definition was adopted from a defini- 
tion developed by the Advisory Group to 
the Committee on Ways and Means of 
the House of Representatives, 1953. 
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The following principles attempt 
to solve the problem of determining 
the proper period in which to recog- 
nize revenues and costs: 

2. Revenue Recognition Principle: 
Revenue should be recognized when 
an increment in net assets has been 
realized, or when such realization is 
reasonably assured. This principle is 
the basis for all rules relating to rev- 
enue recognition. 

The corollary to this statement was 
set forth by a special committee of 
the American Institute of Certified 
Public Accountants, “Unrealized pro- 
fit should not be credited to income 
account of the corporation, either di- 
rectly or indirectly . . .”* 

3. Expense Recognition Principle: 
Expense is recognized in the period 
when it is directly or indirectly as- 
sociated with revenue, or when there 
is a “measurable expiration of asset 
costs, even though not associated with 
the production of revenue from the 
current period.”’ This principle im- 
plies that all costs, if they benefit 
more than one period, must be allo- 
cated among the accounting periods 
in proportion to the benefits to each 
period. 

Although other concepts of account- 
ing might be classified as principles, 
these seem the most fundamental. 


Rules 


Rules constitute the detailed de- 
velopment of the general principles 


6 American Institute of Certified Public 
Accountants, “Restatement and Revision 
of Accounting Research Bulletins”, Ac- 
counting Research Bulletin Number 43, 
1953, p. 11. 

7 American Accounting Association, “Ac- 
counting Concepts and Standards Under- 
lying Corporate Financial Statements”, 
1948 Revision, p. 4. 


of accounting and serve as specific 
procedures to be followed. Each rule 
can be traced directly or indirectly to 
one or more accounting principles. In 
some cases, two or more different 
rules may have been developed for a 
particular situation. It is a function 
of accounting judgment to determine 
the way in which each rule is applic- 
able to a given situation. 


To illustrate the rules which are 
developed from accounting principles, 
we shall examine the principle of rev- 
enue recognition. From this principle 
is derived the rule that the point of 
sale is generally the step in the series 
of activities at which revenue is re- 
cognized. At this point there is an 
exchange of one asset for another, 
which is regarded as evidence of 
realization. It is also the point at 
which the amount of revenue is ob- 
jectively determinable. This broad 
principle also allows for the rule of 
revenue recognition upon partial com- 
pletion of long-term contracts, for the 
rule of accrual for interest, rent, 
royalties, and similar items, and for 
the cash basis rule for instalment 
sales. 


In summary, the basic accounting 
concepts discussed above appear to 
be related as follows: Assumptions 
are the postulates or suppositions 
which are generally taken for granted 
without proof; they outline the basic 
framework within which accounting 
functions. Doctrines are advocated 
policies as to how to record and re- 
port accounting data. Principles are 
broad, fundamental concepts which 
function as the basis for the develop- 
ment of numerous accounting rules. 
Rules constitute the detailed develop- 
ment of the general principles of ac- 
counting and serve as specific guides 
to accounting practice. 





Punched Card and Electronic 


Data Processing 


THE EVOLUTION of business machines 
from the introduction of the first com- 
mercial typewriter in 1878 to the first 
commercial application of electronic 
data processing equipment in 1954 
covers a period of little more than 
80 years. During most of these years, 
although the business field witnessed 
some mechanization in the office, the 
public was never too concerned with 
the equipment used. The introduc- 
tion of the cash register in 1884, 
comptometer and mimeograph in 
1887, adding machine in 1891 and the 
bookkeeping machine in 1904 re- 
quired a considerable amount of sell- 
ing before their general acceptance. 

In contrast, the public interest in 
electronic data processing machines 
far surpasses that accorded the intro- 
duction of any other type of office 
equipment. Electronic equipment has 
a certain glamour and fascination for 
the layman due to its ability to per- 
form a long series of complex mathe- 
matical and logical operations auto- 
matically at extremely high speeds. 
The excitement generated by this 
ability has caused some companies to 
place orders for electronic data pro- 
cessing equipment with only the most 
general idea as to where it should be 


JOHN A. WILSON, F.C.A. 


applied, or what its implications 
would be. In the past, manually op- 
erated business machines have at- 
tempted to captivate some of this 
same glamour by presenting type- 
writing speed contests, matching a 
manually operated calculator with the 
user of an abacus, etc. Speed, how- 
ever, is much more than a matter of 
glamour today; it is a matter of crit- 
ical importance in those instances 
where the growing volume of paper- 
work and clerical activity have caused 
a steady increase in the proportion of 
office workers to factory workers. 


Flexibility 

The application of electronic data 
processing techniques to increasing 
paperwork loads, together with the 
utilization of the principles of in- 
tegrated data processing, holds high 
promise of being able not only to 
reduce costs, but to provide more and 
better information as well. 


Any business paperwork function. 
whether performed manually, by ma- 
chine, on punched card equipment or 
by an electronic computer, is basically 
an information processing system in 
which data enters, is operated upon, 


Substance of a paper presented at the Asian and Pacific Accounting Conference, 
Melbourne, Australia, April 4, 1960. 
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stored, recovered from storage, and 
taken out of the system in the form 
of management reports or summaries. 
There are, however, certain implica- 
tions inherent in the processing sys- 
tem which vary considerably, depend- 
ing upon whether a function is per- 
formed manually, by machine, on 
punched card equipment, or by elec- 
tronic devices. 

A manual system is frequently 
stated to be the most flexible; but in 
reality, this has truth only because a 
manual system employs the most 
flexible mechanism in performing any 
given function, i.e. the human mind. 
Actually such a system is only flexible 
to the extent that its operating per- 
sonnel are able to cope with the prob- 
lems encountered in the data process- 
ing activities. Unusual, new or unique 
problems can greatly reduce the op- 
erating efficiency of the personnel 
performing these functions. Because 
of the ability of humans to apply 
learning and common experience to 
the problems of performing a busi- 
ness function, it is frequently not 
necessary to explicitly define a given 
function in minute detail as to the 
sequence of individual operations, 
and the exact nature of each process- 
ing step. Much is left to the discre- 
tion of the human operator. This caa- 
not be the case when using machines. 
Even the use of bookkeeping ma- 
chines necessitates thorough analysis 
of even a simple routine job, complete 
specifications of the forms to be used, 
and explicit definition of the informa- 
tion to be entered into the machine. 

A punched card system likewise de- 
mands complete specifications of the 
formal data, of the operations to be 
performed, and of the desired out- 
puts. Individual pieces of punched 
card equipment are very specialized 


with regard to their peculiar data 
processing operations, such as sorting, 
collating, calculating, printing and 
reproducing. The flexibility of any 
system using punched card equip- 
ment is thus limited to the flexibility 
of the individual pieces of equip- 
ment being used and the variety of 
such pieces available. A given piece 
of punched card equipment can be 
altered functionally only by the in- 
sertion of various control panels, and 
is thus able to perform only a limited 
variety of jobs and to handle a re- 
stricted number of special situations 
in each job. 

Electronic computers add the di- 
mension of tremendously increased 
processing speed to a flexibility of 
processing that is limited only by eco- 
nomic considerations and the ability 
of a systems analyst to utilize the full 
capabilities of the equipment. As in 
punched card applications, the form 
of all data being used must be com- 
pletely specified; but unlike a system 
using punched cards, almost any 
type of anticipated special situation 
can be processed along with routine 
requirements. The key to full utiliza- 
tion of electronic data processing is 
complete analyses of both the busi- 
ness system and the data processing 
requirements so that the most com- 
mon exceptions are fully understood 
and routine decisions can be made by 
the computer. Here is the real break- 
through in data processing — ma- 
chines capable of processing informa- 
tion at extremely high rates of speed 
without the need for human interven- 
tion to handle commonly occurring 
situations. 


Recording and Summarization 


Two of the most important prob- 
lems in any data processing system 
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are recording information, and pro- 
viding meaningful summary informa- 
tion. Let us look for a moment at 
how these problems have been solved 
in manual systems, punched card sys- 
tems, and in electronic data process- 
ing systems. 

Under manual methods, each time 
information is used it must be copied, 
summarized and checked in order to 
ensure that the data from a single 
transaction appears correctly as either 
an individual entry or as a part of 
summary reports in numerous records 
of the organization. The advent of 
manual pegboard systems permitted 
the simultaneous entry to various 
documents and accounts as a result of 
one-writing on the pegboard, and re- 
duced the possibility of error. 


The assembly of input data for pro- 
cessing in a manual system will facil- 
itate daily entries in the accounts as 
they can be entered in total from pre- 
listed totals. The use of duplicate de- 
posit slips to form the cash receipts 
book, standardization of journal en- 
tries, daily summaries accumulated 
and totalled by periods within the 
month, and the use of duplicate 
cheques to form the cash disburse- 
ments book are some of the other 
time-saving features that can be used 
in a manual accounting system. 


The value of business machines 
has been enhanced by utilizing new 
features in processing documents. The 
ultimate, of course, is to eliminate 
writing. Manual business machines 
achieved the elimination of secondary 
writing through the collation of 
forms. The manual business machine 
meant speed in processing and legibil- 
ity, simultaneous performance of 
addition and subtraction operations, 
automatic proof of all operations and 
a more even flow of work. 


The use of punched card and tab- 
ulating equipment has opened up an 
entirely new series of techniques in 
the recording, accumulating and pre- 
sentation of accounting and statistical 
information. Once basic information 
has been key-punched and _ verified 
on a card, the information can be pro- 
cessed almost automatically to derive 
the necessary output documents and 
reports. The punched cards are 
classified, grouped and compiled by 
various equipments as instructed by 
prewired control panels, to give the 
desired output. As indicated pre- 
viously, however, punched card ma- 
chines suffer individually from a lack 
of ability to perform more than a 
few operations at a time; consequent- 
ly any punched card _ installation 
usually contains several diverse pieces 
of equipment for such operations as 
card punching, card verifying, sorting, 
collating, reproducing, calculating 
and tabulating. Since it is necessary 
to transfer cards from one machine 
to another several times in order to 
complete a given job, and since the 
speed of the machines is limited by 
their mechanical operation, handling 
time and cost factors are serious con- 
siderations in any large or complex 
data processing jobs. 

Electronic computers and data pro- 
cessing systems have, as yet, done 
little to solve the huge job of original- 
ly collecting and recording data. The 
most popular input medium for new 
data is still punched cards, although 
they are generally used only for entry. 
Once the information has been intro- 
duced into the electronic computer, 
it can thereafter be called back with 
relative ease and at great speed from 
storage media such as magnetic 


drums, magnetic cores, or magnetic 
tape. Moreover, once the information 
is stored inside the computer, it can 
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be sorted, collated, and processed at 
electronic speeds under direction of 
the computer program without fur- 
ther human intervention. Several 
companies have solved the problem 
of automatically converting printed 
matter into electrical impulses cap- 
able of being used as input to com- 
puters, but cost is still a considerable 
factor in their utilization. 


Comparison of Punched Card 
and EDP 


Punched card techniques have 
offered management the opportunity 
of obtaining faster, more accurate, 
and more complete control informa- 
tion than is possible with manual sys- 
tems. Electronic computers have 
gone one step further. Because of the 
tremendous computational and _log- 
ical ability of computers, it is possible 
for an electronic data processing sys- 
tem to materially aid management in 
the operation of a business by actual- 
ly making many routine decisions. 
Moreover, these decisions can be 
made on the basis of more sophis- 
ticated and accurate techniques than 
were possible before the availability 
of computers. 


In creating a work picture for com- 
parison of the conventional punched 
card equipment and an electronic 
data processing system, consider as 
an example an inventory control and 
invoicing procedure as handled under 
the two methods. In using the 
punched card equipment the follow- 
ing operations are performed: 

1. The orders, receipts and other 
transactions that will change the 
inventory are punched into cards 
and verified. 

2. The stock editor determines 
whether an order can be filled, and 
files the transaction cards behind 


the corresponding balance cards 
in an oversize card tray, with the 
balance card and the transaction 
cards offset from the body of the 
file. 


8. At the end of the filing operation, 
the offset cards are manually re- 
moved from the file and run 
through an accounting machine 
that produces a transaction regis- 
ter and summary punches a new 
inventory balance card. 


4, The revised inventory card is in- 
terpreted and refiled in the in- 
ventory balance file. 


5. The order cards and return cards 
are sorted out and run through 
a calculator to obtain extensions. 


6. The calculated cards are assem- 
bled by hand with heading cards 
and run through the accounting 
machine to produce the invoice 
and other shipping documents. 
Simultaneously, summary accounts 
receivable cards are punched. 


<3 


The source cards are sorted, the 
heading cards are returned to the 
file, while the order card _ enter 
the material accounting procedure. 


As illustrated, this system requires 
a considerable amount of manual ed- 
iting and filing and the cards must be 
processed through seven different 
machines. (Key punch and verifier, 
collator, interpreter, accounting ma- 
chine, summary punch, sorter and cal- 


*culator). 


In an electronic data processing 
system, the cards are punched and 
verified as under the manual system, 
but at this point the resemblance 
ends. When the cards are placed in 
the input hopper, the computer will 
perform the following operations 
through programming: 
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1. Determine availability of each 

item ordered. 

Price each item. 

8. Adjust the stock balance in the 
memory. 

4. Print out an invoice. 

5. Punch a transaction card from 
which a transaction register can 
be listed. 

6. Punch an accounts receivable card 
which can be combined with the 
transaction card to list detailed 
statements. 

7. Punch a warning card whenever 
the balance of an inventory item 
drops below a_ predetermined 
level. 

8. Punch a back-order card for each 
item back-ordered. 

9. Accumulate usage data which can 
be unloaded at intervals for sales 
analysis. 


Because the machine can perform 
logical operations under the control 
of its programs, such routine clerical 
functions as determining whether 
there is enough stock to fill an order, 
whether the stock has dropped below 
the re-order point, or whether the 
customer has exceeded his allowed 
credit can be performed automatical- 
ly by the machine. The key feature 
of this electronic equipment is the 
stored program, or set of commands, 
that automatically performs a given 
set of operations which is in part de- 
pendent upon the type of information 
it uncovers. Certain types of equip- 
ment can also have random enquiry 
to any part. To perform a different 
operation, it is only necessary to 
change the program, a very simple 
task. 

Let us now summarize some of the 
major differences between punched 
card techniques and electronic data 


to 


THE CANADIAN CHARTERED ACCOUNTANT, JUNE, 1960 


processing. The programming of a 
punched card machine was done ex- 
ternally and had very limited opera- 
tions to perform. It was, therefore, 
necessary to present the information 
to the arithmetic unit on one card, or 
on consecutive cards of a group of 
cards, all related to the same calcula- 
tion. These limitations were over- 
come in the punched card process by 
such operations as preliminary man- 
ual calculations, precoding, sorting, 
gang-punching and collating, requir- 
ing human intervention in the calcu- 
lating process. As can be seen, the 
conventional punched card system 
usually requires the manual handling 
of cards in and out of various sep- 
arate pieces of equipment. Although 

a large-scale electronic computer may 

consist of a group of machines, they 

are interconnected and capable of per- 
forming a complex series of opera- 
tions without manual intervention. 

The operation of the electronic com- 

puter differs from punched card 

equipment in three major ways: 

(a) Completely automatic operation 

made possible by the stored pro- 

gram principle. 

Very high speed operation which 

results in tremendous processing 

capacity. 

(c) Very high degree of accuracy 
effected by the self-checking fea- 
tures that are incorporated, 
wholly or in part, in the machine 
design. 


(b) 


From Punched Card to EDP 

The move from a punched card 
system to EDP requires a thorough 
analysis of the existing data process- 
ing system in order to obtain informa- 
tion regarding the volume of input 
and output data and the method of 
operations. The commencement of 
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such a study involves the examination 
of suggested areas in considerable de- 
tail to determine present practices, 
present costs, desired results, sources 
and forms of data received, volume of 
data processed, etc. 

A top management group consist- 
ing of the general manager, produc- 
tion manager and comptroller should 
become aware of the basic principles 
of operation of electronic equipment, 
the types of problems which can be 
handled, how they are handled and 
some general ideas of staff require- 
ments, equipment costs, etc. This 
knowledge will be used to assess in 
general terms the possibility of utiliz- 
ing this type of equipment on their 
own company and to determine 
whether a more detailed investigation 
appears worthwhile. This group will 
examine all functional areas in the 
overall company operations to deter- 
mine whether the functions could be 
handled electronically either individ- 
ually or integrated with related func- 
tions. For each functional area, the 
study group must consider such fac- 
tors as the volume of repetitive opera- 
tions, the value of earlier or more de- 
tailed information, present equipment 
costs, present salary costs and the pos- 
sible value of previously unavailable 
information. Based on the present 
costs and the possibility of handling 
one or more of the possible applica- 
tions on a computer, they must de- 
cide whether the possible benefits 
from a computer installation are suf- 
ficient to justify the establishment and 
training of an Electronics Working 
Committee to carry out a detailed 
study evaluating proposed computer 
applications. 

The Working Committee should 
contain at least two people with con- 
siderable company background who 
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should acquaint themselves with the 
EDP concept. The group will re- 
port directly to top management. The 
managers of the operating divisions 
will be requested by the group to in- 
dicate areas where improved data 
processing would be most effective. 
A review of the operational division 
managers’ requirements will indicate 
to the committee the sequence in 
which studies of the various areas will 
be made. When the area to be studied 
has been selected, personnel from 
that area should be assigned to the 
Working Committee. This group will 
then perform a detailed procedural 
analysis and develop a new proced- 
ure for EDP use. The description of 
a system requires that the flow of in- 
formation be defined from its point 
of origin by the following character- 
istics: time of origin, volume per unit 
of time, method and form of trans- 
mission, the operations which affect 
it, and the reports which may be gen- 
erated from it. With this information, 
it is possible to get a rough estimate of 
the time it will take various data pro- 
cessing machines to process and com- 
pile this data. This time estimate 
can be translated into the cost of data 
processing equipment and personnel. 


When the study is completed, they 
should have an outline of the general 
pattern for handling the work on a 
computer and be able to make a com- 
parison of the present and proposed 
costs. It is important to remember 
that such a study will be quite time 
consuming because of the detailed 
nature of the procedural examina- 
tions. Whether they proceed with the 
introduction of EDP or not, it will 
be found that such studies are bene- 
ficial in any instance, as savings are 
inherent from the procedures im- 
provement which will result. 
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Type of Equipment 

The type of equipment purchased 
will depend on such conditions as the 
volume of work to be performed, the 
location of where the work should be 
processed in relation to its point of 
origin or use, the speed with which 
the information is required, the num- 
ber of exceptions to established rou- 
tines, the need for rapid access to in- 
formation stored in electronic form, 
etc. Input data and instructions can 
be introduced into most computers 
by punched cards, magnetic tapes, 
punched paper tape, or an attached 
console keyboard. Output is through 
the same media, with the addition of 
a line printer. Internal storage pres- 
ently is available in the form of mag- 
netic disk storage, magnetic drums, 
and magnetic cores. All these have 
the advantage that no human inter- 
vention is required for the computer 
to gain access to the desired informa- 
tion. Access time is generally fast 
and is expressed in terms of thou- 
sandths or millionths of a second, de- 
pending on the type of storage in 
question. Magnetic tape can be con- 
sidered both an external storage me- 
dium as well as an internal storage 
medium, because the reels are remov- 
able for storage purposes. Access 
time to the next item in sequence is 
in terms of thousandths of a second, 
but access to a given piece of infor- 
mation on a random basis can take 
2 to 5 minutes. Other external stor- 
age is available in the form of punch- 
ed cards or punched paper tape. 


In evaluating storage requirements, 
certain factors must be taken into 
consideration: (1) The cost of in- 
ternal storage is usually directly re- 
lated to the size of the storage unit 
and its speed of access; (2) the se- 
quence in which changes will occur 
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is usually in a serial manner while 
inquiries will occur randomly; (3) 
limited time is available to act on the 
inquiries; and (4) the expansion and 
contradiction of the master file should 
be easily accomplished. 


Stored records can be made visible 
to the human eye through the use of 
electric typewriters or high-speed 
printers; the choice of particular 
equipment will depend on the vol- 
ume, time and cost requirements. 
Typewriters automatically controlled 
by punched cards or tape, magnetic 
tape, or signals from a computer can 
print as many as 10 characters per 
second. High-speed electro-mechani- 
cal line printers can normally print at 
a rate of from 600 to 1800 lines per 
minute. 

More advanced electronic equip- 
ment is being introduced every month 
and the field is a complex one to sur- 
vey. Consideration should be given 
to the most suitable size and type of 
equipment needed to produce the de- 
sired results on completion of the data 
processing survey. 

Any discussion on the hardware of 
electronic systems would be incom- 
plete without raising the question of 
obsolescence. Obsolescence must be 
carefully considered in view of the 
ever-changing equipment which is so 
much faster and more efficient than 
the present equipment. In some cases 
this factor is given too much import- 
ance. All that can be said of any 
piece of equipment is that if the pro- 
per procedural analysis was made 
and the machine was justified eco- 
nomically for a long-range program 
then obsolescence will not be a deter- 
rent to the purchase of electronic 
equipment. 


At the present time, many potential 
users of large scale computers are 
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watching closely the introduction 
of automatic programming systems. 
These systems, usually called compil- 
ing routines, reduce the time neces- 
sary to program a given operation by 
10% to 20%. Manual programming 
requires the key punching of cards 
which tell the machine where to find 
each piece of information in the files, 
where to store it in index registers for 
use, which memory areas should be 
reserved for computing work, and 
dozens of detailed coded instructions 
about sorting, combining and compar- 
ing data and about what to do with 
results. An automatic programming 
system usually consists of a detailed 
description of all the data that is to 
be used in the problem, together with 
the actual operation described in 
short concise statements. Each pro- 
gramming system utilizes its own 
language, but increasing use is being 
made of regular English statements. 
This information is used in conjunc- 
tion with the compiling routine to 
actually prepare the detailed com- 
puter program, which is then rein- 
troduced into the computer to per- 
form the desired operation. 

At this point, it should be pointed 
out that the workload and costs in- 
volved in preparatory systems work, 
programming and coding for a large- 
scale electronic computer are con- 
siderable. First, consideration must 
be given to the facilities, equipment, 
and degree of sophistication which 
are utilized in the present system. 
Second, it must be recognized that 
the size, scope, complexity of process- 
ing, and required precision of infor- 
mation of the projected system have 
a direct effect upon total installation 
costs. Any estimate of probable man- 
power and monetary expenditures 
must realistically reflect these two 
factors. The effort required to move 


from the present data processing sys- 
tem to a computer system may be 
very low and may cost only a 
few thousand dollars for a small com- 
puter and restricted application. For 
larger equipment and extensive appli- 
cation, however, the expense may be 
hundreds of thousands of dollars. 


Testing the System and Equipment 

A great deal of time is usually 
spent debugging programs and vol- 
ume-testing jobs which are to go on 
the machine in the future. Parallel 
testing, that is, running the present 
system at the same time as the appli- 
cation is on the computer, is an ac- 
cepted procedure. The testing of the 
machine and the system using this 
method allows us to examine the con- 
trols as fully as possible. This phase 
of the installation program is where 
the public accountant can play a very 
important role. The system of in- 
ternal control can be challenged while 
parallel testing is being carried out. 
The public accountant must satisfy 
himself as to the adequacy of the sys- 
tem in order to express an opinion as 
to the fairness of the statements. The 
degree of internal control exercised 
will have a bearing on the scope of 
the independent auditor’s examina- 
tion. The auditor does not need ex- 
perience in coding programs, nor is 
he required to appraise the adequacy 
of the controls built into the machine 
by the manufacturers. The auditor 
should, however, be competent to ap- 
praise the adequacy of the controls 
imposed upon the machine by out- 
side means. 

A discussion of the pitfalls to be 
avoided upon the introduction of 
electronic data processing equipment 
generally encompasses the choice of 
equipment, personnel and the debug- 
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ging of the new system. Many of the 
pitfalls can be avoided by stressing at 
the outset that thorough planning and 
surveying of the present and propos- 
ed system be carried out without re- 
gard to time. As the choice of equip- 
ment is based on the survey under- 
taken, and realizing that the data pro- 
cessing field is undergoing rapid tech- 
nological changes, this is the critical 
area. A thorough review of the equip- 
ment field, and discussions with ex- 
perienced consultants, will assist in 
the choice of the right equipment. 
Keeping the information channels 
open by having management inform- 
ed as to the progress being made, 
thorough indoctrination of employees 
in all phases of the new system, and 
the testing of programs are general 
areas where many headaches can be 
avoided by an alert electronics group. 


Employee Relations Program 

The more the employee knows 
about the machine, the more he will 
become aware of the fact that auto- 
mation requires people to tell the ma- 
chine what to do, requires people to 
get work ready for the machines, re- 
quires people to operate them, and 
also requires people to interpret the 
results. From the commencement of 
an investigation of the installation of 
electronic data processing equipment, 
we should include a program of em- 
ployee education. The fears or mis- 
conceptions of the average worker 
concerning electronic systems can be 
overcome by education. Methods 


used to encourage employee accept- 
ance are to make them feel more im- 
portant as individuals as the result of 
using this equipment, and to encour- 
age the employees to make sugges- 
tions as to how the electronic data 
processor can be utilized. The fear 


of wholesale lay-off of workers due 
to the installation of electronic ma- 
chines has not materialized to my 
knowledge, but if normal staff attri- 
tion is expected to take care of an- 
ticipated staff reductions, this should 
be made known to the employees. 
Time spent in evaluating the hu- 
man relations problems, getting essen- 
tial information to the employees, 
keeping open the channels of com- 
munication is part of the program for 
the introduction of an electronic data 
processor or any other major change 
in processing business information. 


Conclusion 

Electronic data processing holds 
great promise of solving some of the 
mounting paper work problems in 
North America and other continents. 
With proper knowledge and work, it 
holds great promise for all progressive 
managements in aiding them in con- 
trolling paper work and improving 
management information and control. 

In this paper, I have attempted to 
sketch briefly some of the significant 
differences between manual, punched 
card, and electronic data processing 
systems. My experience is that in 
considering and studying punched 
card and EDP applications, it is more 
useful to have a thorough understand- 
ing of the broad principles involved 
than to start with a detailed study of 
specific equipment. This helps avoid 
the pitfalls of tailoring the system to 
the equipment instead of fitting the 
most suitable equipment to the re- 
quirements of the business. The 
equipment available almost appears 
“magic” in its capabilities, but we 
must face the hard truth that these 
miracles are available only after me- 
ticulous and painstaking study to as- 
similate the equipment with the prob- 
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lems. After all, machines can only The aura of mystery surrounding 
work with the data fed into them. these machines which has enhanced 
The goal should be not merely the their public appeal will disappear as 
production of more figures, more One becomes associated more closely 
quickly, thereby perhaps creating with them, but it must be remem- 
serious filing and waste paper basket _bered that it takes years of experience 
problems — but to produce only in- to appreciate properly their uses and 
formation justified as useful in rela- applications. The old adage A little 
tion to cost, sufficiently quickly to knowledge is a dangerous thing” un- 
provide maximum assistance to man- oubtedly holds true here. 
agement. 


Annual Reports Transformed 


The visible proof of this change [in a company’s attitude to its share- 
holders] is the transformation of company reports, both in size and in con- 
tent. The four-page folder of a few years ago has become as out-of-date 
as a silent movie. Today an annual report of less than 12 pages would rate 
as very small, and reports of 16 to 20 pages are usual. Large companies, 
or companies with complex operations to describe, often have reports of 32 
to 40 pages and more. 

In content, the change is equally striking. In most cases there is now 
extensive explanatory text with ample statistical material to supplement the 
financial statement required by law. In most cases also, care is now taken 
to make company reports attractive and interesting with pictures, maps, 
charts and colour. Some reports have become models of fine printing and 
design. Some, it is true, have gone to garish extremes and resemble sales 
promotion rather than business reports, but the trend is now more and more 
towards providing comprehensive information in readable form. 

Strangely enough, the most backward reports in the last respect are those 
which might be expected to set an example, namely, the reports of financial 
institutions. In both Canada and the United States, annual reports of banks 
and trust companies in general remain notoriously below the new standard 
of industrial companies. They are impressive enough in appearance and 
bulk, but their paucity of real information would rate poorly indeed if 
offered now to the shareholders of an average industrial enterprise. 

—C. J. W. Fox, president, The Great Lakes Paper Co. Ltd., in an address 
to the annual meeting of that company, Toronto, April 12, 1960. 








Organization for Planning 


RALPH DAVIES 


IN TODAY'S BUSINESS WORLD the subject 
of forward planning arises frequently. 
Some people praise it, but all too 
often it is criticized. Some feel that 
planning may be useful to the large 
firm but not to a smaller concern. It 
has also been said that “there is no 
substitute for good horse-sense”. 


Another objection to long-range 
planning points to the decades since 
1900. The 1900’s were a period of 
panic; 1910 brought the war years; 
1920 led in recession, boom and bust; 
1930 saw depression; 1940 brought 
another war, and 1950 prosperity. On 
the other hand, a study made in the 
U.S. revealed that of the 100 largest 
industrial firms in 1909, only 36 re- 
tained their status in 1950. This 
means that almost two-thirds lost 
their position of strength, mainly be- 
cause they did not foresee the 
changes in industrial development. 


Elements of Business Changes 

What are the factors which cause 
business changes? Which elements 
should be studied closely so that a 
company can organize itself to meet 
the challenge of change? There are 
several. 


Political Influences 


The first factor to be considered is 
the world political situation. The 


struggle for world leadership, the 
future of China, the emergence of the 
under-developed countries, all have a 
great, unmistakable impact on busi- 
ness whether we like it or not. 


Population Growth 

Higher birth rates, longer life ex- 
pectancy, immigration and the tend- 
ency to early retirement also change 
the industrial pattern significantly. A 
larger population may perhaps be 
dependent upon a relatively smaller 
work force in the years to come. The 
number of middle class families may 
increase, which in turn will directly 
affect those companies producing con- 
sumer goods. In addition, if the 
standard of living is to be protected, 
productivity must keep in step with 
the rate of population growth. 


Technological Change 

The trends in technical develop- 
ments hold exciting prospects for the 
coming years. Atomic and thermo- 
nuclear energy, automation, electron- 
ics, solar power are going to affect 
the future considerably. The develop- 
ments in marketing techniques, the 
increasing use of motivational re- 
search, the relatively new technique 
of operations research and the prog- 
ress being made in the art of man- 
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agement will also have a profound 


effect on a business. 


Influence of Governmental Policies 


The third factor concerns govern- 
mental policies and actions. Tax rates 
and structures have a broad influence 
on investment plans, savings rates and 
consumption expenditures. The con- 
trol of the national economy deter- 
mines monetary and fiscal policies, 
changes in the import/export regula- 
tions, the opening or closing of inter- 
national markets, the control over the 
flow of currency. All these can affect 
business conditions markedly. 


Optimism and Pessimism 

In a “free” economy the optimism 
or pessimism of management exerts a 
strong effect on the business climate. 
A recent example was the cut-back in 
inventories in the U.S. a short time 
ago. Even today the weak stock mar- 
ket reflects a pessimism on the part 
of investors, an uncertainty in the 
future prospects of the economy. 

These five forces are not independ- 
ent, there is a distinct inter-relation- 
ship among them. They all generate 
major problems for management to 
tackle. 


The Planning Function 


Obviously, if a company is to sur- 
vive and grow healthily, its present- 
day management must do some deep 
thinking and forward planning. This, 
of course, raises the problem of ap- 
proach. Who should be responsible 
for forward planning? It is not a 
task which can be squeezed in be- 
tween telephone calls. It takes hard 
work, perception, intuition, and, 
above all, time. The first plan pro- 
duced is rarely right. Usually it has 
to be made and re-made with each 
change being an improvement on the 
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last. Consequently, particularly in 
large firms, this work is going on con- 
sistently; it can rarely be finalized and 
put between beautiful covers. It is 
always being worked on but never 
finished. 

For companies with a sales volume 
of, say, $10 million and up, a full-time 
centralized staff person will be need- 
ed to assist top management in pre- 
paring plans. Now this does not infer 
that planning is a one-man job, that 
planning committees are unnecessary, 
or that the benefits of having the or- 
ganization participate in preparing 
plans will be negated. It really means 
that the operating executives should 
be relieved of as many of the details 
and technical calculations as possible. 
With one person in charge of the 
planning function and responsible to 
the chief executive, a planning group 
or committee of departmental heads 
can study and eventually approve the 
plans submitted. 

An arrangement such as this, with 
the committee members being the 
senior personnel from the major func- 
tions, can operate on an economical 
basis. The use of one full-time per- 
son will free both the chief executive 
and the committee members from al- 
most all the details, but will not free 
the committee from policy responsi- 
bility. With this type of planning or- 
ganization, applicable to the larger 
firms, there is formality. The exist- 
ence of formality suggests that the 
position of the planner in the organ- 
ization should be clearly understood 
and accepted. At the same time the 
allocation of the responsibility for 
the actual process of planning should 
be considered. 


Responsibilities of the Planner 


If the basic management principle 
of placing responsibility with equal 
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authority is observed, then planning 
is a line function because the line 
people are accountable for perform- 
ance against plans. However, the 
position, line or staff, of the planner 
can be determined by knowing his 
responsibilities. These usually include 
instructing line personnel in how to 
plan; making sure that the planning 
techniques and methods are uniform; 
conducting certain elements of plan- 
ning which the line people may not 
be geared to do, such as economic 
research; studying the effect of gov- 
ernment regulations; summing divi- 
sional plans into total company plans; 
and undertaking personally those 
phases of planning that are outside 
the province of any of the existing 
line executives. If the construction of 
the planning function is of this na- 
ture, the planner is automatically in 
a staff position. His relationship with 
the line executives would be one of 
providing advice and counsel, but not 
direction. The direction should come 
from the chief executive down the 
line to subordinates and from no 
other source. 

Smaller companies cannot usually 
afford to put a person full time on 
the planning activity. Nevertheless 
the line responsibilities in the smaller 
companies remain the same as for the 
larger firms insofar as the planning 
activity is concerned. Similarly de- 
partmental heads should form the 
planning committee which again 
would be the policy-making body. 
However, it often happens that con- 
ditions and relationships in the 
smaller company are such that in- 
formal meetings are the keynote. De- 
partmental heads are in touch with 
one another fairly constantly, some- 
times both socially and at work, and 
are usually reasonably aware of the 
current thinking of their colleagues. 
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Despite this feature, the charting of 
the future progress of the firm is too 
important for informality to be the 
modus operandi. Except in the small- 
est organizations the forward-plan- 
ning program should be handled by 
a formal committee operating to a 
specific pattern with minutes taken 
and tasks allocated. By this means 
the detail work can be distributed 
among the committee members, 
thereby replacing the staff position 
formed in the larger firms. 


There are distinct advantages aris- 
ing from the committee approach to 
planning. One is the benefit of 
participative management and the 
delegation of authority. Another is 
the crystallization of executive think- 
ing, particularly where the formal 
committee approach is used. This is 
an excellent means of keeping execu- 
tives informed about the progress of 
the business. 


Prerequisites for Success 


Unfortunately some companies, re- 
cognizing the value of long-range 
planning, have gone ahead without 
looking closely at the rules and con- 
ditions necessary to a successful ap- 
plication. It is pertinent to state the 
conditions required for success. 


A comprehensive plan in which full 
confidence can be placed will require 
hours of discussion and deliberation 
even after the time-consuming collec- 
tion of data has been done. To have 
plans which have not been thoroughly 
examined and upon which profound 
decisions are to be made is probably 
as dangerous as having no plans at 
all. In order to gain the requisite 
amount of study, management should 
realize that noticeable demands will 
be made upon executives’ time. As a 
consequence the participating execu- 
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ORGANIZATION FOR PLANNING 


tives could readily suggest that be- 
cause of the pressure of time short- 
cuts should be taken. Needless to say, 
short-cuts are quite allowable as long 
as they do not have an adverse effect 
on the validity of the plans produced. 
Therefore any suggestions that certain 
steps be eliminated or source of data 
be disregarded should be examined 
closely before taking such action. 
Another factor to be taken into 
account is the make-up of the plan- 
ning committee. The development of 
a master plan for future growth must 
be entrusted to executives close to 
the top of the organization. In to- 
day’s highly competitive business 
scene, so many influencing factors 
must be considered that only those 
with real management breadth are 
capable of placing the proper values 
to the several aspects involved in 
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charting the future course of action. 
Those in specialist functions can 
usually only provide a limited point 
of view and their contribution should 
be confined to those areas with which 
they are completely familiar. Finally 
the participants in forward planning 
should be near enough to the top to 
see their efforts influencing company 
policy. Planning, by its very nature, 
has many frustrations but the worst is 
to see top management making major 
decisions and failing to note their full 
implications on the future which the 
planning group could help to clarify. 

These are some of the _ prob- 
lems which should guide manage- 
ment in setting up a long-range plan- 
ning procedure. Difficulties and frus- 
trations will certainly be encountered, 
but the rewards will be adequate 
compensation. 


Dark Corners in Small Offices 
Different kinds of offices have different types of dark administrative 


corners, but there are a number of general favourites for an opening series 
of investigations. The first of these is invoicing and related procedures which 
tend to be cumbersome, over-supplied with carbon copies and with too 
many of them filed by different sections or departments. The second place 
to look is statistical returns. Many firms have let temporary statistical returns 
become permanent; they do not allow statistics to come as the offshoot of 
other work and fail to let certain information be recorded by variations or 
differences. 

The third candidate is payroll procedure which is often highlighted by 
tax calculation drudgery. Approach mechanization with care and do not 
despise simple, ready reckoners. There are circumstances where these will be 
more gratefully received by a small staff than a gleaming new machine. A 
fourth dark corner can be accounts payable where there may be scope for 
marrying documents such as purchase requisitions, copies of orders, goods 
received notes and invoices. Finally, there are control records for small 
stores which are often duplicated and could be issued centrally on an imprest 
basis. 

— The Accountant, April 23, 1960 
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The Real Estate Tax 


H. Carl Goldenberg, O.B.E., Q.C., has 
been described as “one of the out- 
standing municipal authorities in the 
Dominion of Canada”. He has served 
on or been associated with Royal 
Commissions in a number of the Can- 
adian provinces. This article was 
adapted by Mr. Goldenberg from his 
recent report as a Commissioner on 
Municipal Taxation in Winnipeg. 

The real property tax, levied on 
residential, commercial and industrial 
property, is the mainstay of municipal 
finance in Canada. It is also the 
principal source of municipal rev- 
enue in the United States and a 
major source of such revenue in other 
countries. One of the oldest forms 
of taxation, it has been subject to 
widespread and organized criticism 
for many years. Notwithstanding this 
criticism, and in the face of major 
new developments in taxation, the 
real estate tax, tenaciously retaining 
its basic characteristics, has remained, 
and in all probability will continue to 
be, the main pillar of the municipal 
tax structure. 

A number of factors account for the 
continued importance of the tax in 
municipal finance. In my report on 
provincial-municipal relations in Brit- 


ish Columbia, I set some of them out 
as follows: “Real estate forms a large 
portion of the assets of a community 
and is an important source of income; 
it derives its value in large part from 
the general growth and development 
and the status of the community; it is 
located within, and is not removable 
from, a single locality; and it benefits 
very materially, particularly in urban 
areas, from the principal municipal 
services and expenditures. Under 
normal conditions and in times of 
stable or increasing income, the real 
estate tax is the only tax of which the 
yield can be predicted with accuracy 
for budgetary purposes, and, having 
regard to the legal and natural restric- 
tions on the municipal tax base, it is 
one of the few taxes that can be suc- 
cessfully imposed and administered 
by local governments. Other taxes, 
such as income and sales taxes, re- 
quire much larger areas than the 
average municipality for successful 
administration if wide disparities in 
rates in adjoining areas and wholesale 
evasion are to be avoided.” 


1 Report of the Royal Commission on Pro- 
vincial-Municipal Relations in British 
Columbia, 1947, p. 55. 
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THE REAL ESTATE TAX 


It is submitted in criticism of the 
tax that it violates the principle of 
taxation according to individual abil- 
ity to pay. The answer is that, while 
the ownership of real property may 
be an indication of ability to pay, it is 
not a satisfactory measure of relative 
tax-paying capacity, and, therefore, 
the property tax as presently levied 
does not rest on the principle of abil- 
ity to pay. It is not a personal tax 
based on income or net worth; it is a 
levy on individual parcels of real 
property determined by applying a 
rate to the assessed value and is pay- 
able by the taxpayer without regard 
to his total taxable capacity. In a 
more primitive stage of economic de- 
velopment, the ownership of property 
was a sufficiently broad measure of 
tax-paying ability and the property 
tax could be said to have been more 
or less based on ability to pay, but 
with the complicated and elaborate 
differentiation of wealth in the 
modern economy this is no longer the 
case. 

There are two principal theories of 
taxation: the “benefit” theory, which 
holds that the citizen should con- 
tribute to the support of the state in 
accordance with the benefits he re- 
ceives from it, and the “ability to pay” 
theory, which holds that he should 
contribute in accordance with his 
ability to pay. While fairness and 
equity call for the application of the 
latter principle whenever possible, no 
modern system of taxation is based 
exclusively on either theory. With the 
great increase in governmental ex- 
penditures and the levying of taxes on 
the same citizens by different units of 
government, the total tax structure 
necessarily includes taxes based on 
ability to pay, taxes related to benefits 
conferred, and taxes, such as excise 
and sales taxes, which are levied 
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with little regard to either of these 
principles. 

While recognizing the merits of dis- 
tributing the tax burden as far as 
possible on the basis of ability to pay, 
it is also necessary to recognize the 
fact that there are forms of taxation 
to which, because of their nature, 
this basis is not applicable. These in- 
clude excise and sales taxes levied 
on commodities, and the real estate 
tax levied by each municipality on in- 
dividual parcels of real property with- 
in its boundaries without regard to 
the income or other assets of the 
owner. The ability to pay principle is 
in fact applicable only to taxation of 
net income or net worth, which are 
measures of tax-paying capacity, and 
such taxation can be levied and ad- 
ministered effectively in the modern 
economy only by the senior levels of 





H. Cart GoLpENBERG, 
O.B.E., Q.C., Mont- 
real lawyer and econo- 
mist, was chairman of 
a Royal Commission 
on the Finances of 
Winnipeg in 193868 
and a Royal Com- 

™ missioner on Provin- 
cial-Municipal Relations in British 
Columbia in 1946. He has served as 
special counsel for the Government of 
British Columbia and, subsequently, 
for the Government of Newfoundland 
at federal-provincial financial confer- 
ences. As mediator or arbitrator in 
labour-management disputes, he has 
effected settlements in major indus- 
trial differences. In 1959 he was ap- 
pointed by the Government of Ja- 
maica as chairman of a Commission 
of Inquiry into the Jamaican sugar in- 
dustry. 
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government. Since these taxes are 
among the most productive forms of 
taxation, the application of the pro- 
gressive principle to them tends to- 
wards a greater equalization of the 
overall tax burden. 

The justification of the real prop- 
erty tax today will be found primarily 
in the benefit theory of taxation. This 
theory is particularly applicable in 
municipal finance; it could scarcely 
be applied to the more general field 
of federal finance. While the imposi- 
tion of taxes solely on the basis of 
direct benefits received by the indi- 
vidual taxpayer would not be sound 
or equitable, even if it were possible, 
the fact remains that municipal ex- 
penditures confer special benefits on 
owners and occupiers of real estate. 
Expenditures for local improvements, 
a water supply, street maintenance, 
sewage systems, garbage removal, 
sanitation, and police and fire protec- 
tion, are directly beneficial to real 
property. The benefits conferred 
justify the levying of a property tax 
to pay for these services, although the 
tax payment is admittedly only a 
rough measure of such benefits. 

Property also benefits from other 
services financed in whole or in part 
by the municipality. It has been sub- 
mitted that education is a service to 
persons and not to property and 
should, therefore, be financed by taxes 
on persons only. Insofar as this sub- 
mission denies the fact that schools 
also confer benefits on property, the 
argument is not valid. While schools 
are a community asset conferring 
benefits on persons, they also directly 
or indirectly benefit property, whether 
residential, commercial or industrial. 
The value of schools to homes will 
not be questioned; people will not 
settle in communities without schools. 
Insofar as industry is concerned, it is 
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on the school system that it depends 
for the education and training of its 
future employees, and in communities 
without schools for the children of 
employees there will not be found the 
pool of labour which is one of the de- 
termining factors in industrial loca- 
tion. To the degree that the financing 
of education remains a municipal re- 
sponsibility, I am therefore of the 
opinion that it is reasonable to expect 
that real estate, whether residential, 
industrial or commercial, should con- 
tribute towards the costs. 


With respect to the submission that 
the costs of municipal services should 
be apportioned in terms of benefits 
conferred on persons and property, 
respectively, I agree with the follow- 
ing statement from the Report of the 
Alberta Royal Commission on Taxa- 
tion, 1948:? 

“It has been submitted that proper- 
ty taxes should be used to pay only 
for those services which benefit prop- 
erty directly or indirectly, and that 
taxes on persons be used to pay for 
services that benefit persons. Not only 
is there the difficulty of separating 
property benefits and personal bene- 
fits: it should also seem evident that 
only persons pay taxes, and in the 
final analysis, only persons can de- 
rive benefits. The benefits of col- 
lective services are widely diffused, 
and no precise lines can be drawn as 
between different services, and as to 
the proportions of benefits accruing to 
persons and to property, even if one 
assumes that there is a valid distinc- 
tion between personal and property 
benefits. If one pursues the benefit 
principle to the limit with respect to 
persons (who make use of property in 


2 Report of the Royal Commission on Taxa- 
tion, Alberta, 1948, p. 37. 
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THE REAL ESTATE TAX 


various ways), then one would be 
charging these persons in accordance 
with benefits received, if the benefits 
could be determined. It also im- 
plies that persons could refuse to take 
the benefits concerned to avoid pay- 
ment; this is not possible in the case 
of collective services. One of the 
functions of government is to pro- 
vide certain collective services which 
cannot or will not in themselves be 
bought and sold by individuals.” 

It has been submitted that since the 
benefits of the collective services pro- 
vided by the municipality are widely 
diffused, it is unfair to impose the 
larger share of the costs on real 
estate. It is assumed in this submis- 
sion that the property tax falls in all 
cases upon the persons who pay it 
and that the major share of the bur- 
den of municipal costs is, therefore, 
borne by the small proportion of the 
population owning real estate. This 
assumption disregards the process of 
tax shifting. In the case of resi- 
dential property, it is not only the 
home-owner who pays a property tax; 
it is a fact that the tax on rented 
dwellings tends to be shifted to the 
tenants in their rentals. It follows that 
the property tax on homes is general- 
ly borne by tenants and owner- 
occupiers. Similarly, in the case of 
commercial property, the tax on 
buildings tends to be passed on to the 
occupant and if, for example, the 
occupant is a merchant, he will neces- 
sarily take the tax into account in 
determining the mark-up on_ his 
goods, thereby shifting it to the con- 
sumer in the price of the merchan- 
dise. While the ability to shift the 
tax varies with economic conditions 
and other influences and is, admitted- 
ly, not based on any principles of 
equity, it is a fact that the property 
tax is fairly widely diffused so that, 
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if the benefits conferred by municipal 
services are diffused, the costs of the 
services are shared, in varying pro- 
portions, by all residents, whether 
as property-owners, tenants or con- 
sumers. 


It has been urged that a larger 
proportion of the real estate tax bur- 
den should be shifted to commercial 
and industrial property. Ontario has 
given effect to this demand by apply- 
ing the  province’s unconditional 
grants to municipalities to the benefit 
of residential and farm taxpayers 
only. Accordingly, since January 1, 
1957, two mill rates for general pur- 
poses became the rule of all munici- 
palities. Thus, on the basis of an un- 
conditional grant of $5.50 per capita 
to be applied exclusively for the bene- 
fit of residential property, the City of 
Toronto fixed a rate of 61.80 mills on 
commercial and industrial property 
and 58.10 mills on residential prop- 
erty for 1960. In Metropolitan To- 
ronto the rates were fixed at 25.18 
mills on commercial and industrial 
property and 21.40 mills on resi- 
dential property. 

Until the introduction of differ- 
ential taxation in Ontario, the City 
of Halifax was the only municipality 
in Canada which levied a higher mill 
rate on:commercial buildings than on 
residential property. As a result, a 
Commission to Investigate the Taxa- 
tion System in the City of Halifax re- 
ported in 1957 that since 1947 the 
commercial tax burden in Halifax had 
increased by approximately 267%, as 
compared with an increase of 50% in 
the residential tax burden, and that 
“the city has suffered from lack of 
commercial development and dimin- 
ished sources of tax revenue”. The 
Commission found that the burden on 
commercial real estate “discouraged 
the consideration of any improve- 
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ments to existing structures and 
seriously retarded the construction of 
new commercial buildings”. The situ- 
ation in Halifax admittedly represents 
an extreme case. 

It is argued in favour of differential 
municipal taxation that business de- 
rives special benefits and privileges 
from municipal services and that 
some of these services are more cost- 
ly because of the special or addi- 
tional requirements of business. Fur- 
thermore, the fact that business is 
allowed to deduct municipal taxes as 
an operating cost for the purpose of 
computing income tax is urged as a 
relevant consideration, although the 
actual saving depends upon the exist- 
ence of taxable income and the rela- 
tive tax rate. The submission, how- 
ever, that these considerations war- 
rant a differential in the real estate 
tax disregards the fact that the tax on 
commercial buildings tends to be 
passed on in the prices of goods and 
services, and, more particularly, the 
fact that as a general rule business is 
already subject to differential taxation 
for municipal purposes because busi- 
ness premises are subject to the 
municipal business tax levied on the 
occupier in addition to the property 
tax levied on the owner. 

An important factor contributing to 
criticism of the real property tax is 
that it involves a large lump sum 
payment annually. While personal in- 
come tax is now collected through 
payroll deductions in the case of sal- 
aried people and wage earners, and 
on a quarterly basis in other cases, 
the real estate tax is due and payable 
in whole at one time. This makes it 
appear more burdensome than other 
payments which are spread over the 
year. The wide extension of the sys- 
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tem of payment for purchases on the 
instalment plan has now accustomed 
a large proportion of the population 
to budget its outlays on a monthly 
basis. In the case of mortgages under 
the National Housing Act property 
tax payments are included with the 
monthly mortgage payments, and in 
the United States a large number of 
cities now provide for the instalment 
payment of municipal taxes. This 
allows the taxpayer to provide for his 
tax payments in the same way as he 
provides for other payments during 
the year. Instalment payments are, or 
appear to be, less burdensome than 
payment in a lump sum, and if ap- 
plied to the tax on residential proper- 
ty, payment would be eased and the 
dissatisfaction of the taxpayer prob- 
ably lessened. 


The property tax pays the larger 
part of the costs of services which are 
essential to the well-being of munic- 
ipal residents. These services have 
been increased and improved in the 
past few years in response to their 
demands. Taxes have therefore risen, 
as have the costs of other goods and 
services purchased by the taxpayers. 
It appears to me that there is less rea- 
son for complaint about the rising 
costs of municipal services, repre- 
sented by taxation, than there is for 
complaints about the rising costs of 
other goods and services. Many of 
the latter are far less essential than 
are schools, streets, sidewalks, water 
and sewerage facilities, police and fire 
protection, and recreation facilities. 
Considering the relative importance 
of the municipal and school services 
which he purchases, it may be con- 
cluded that the citizen receives more 
value for his municipal taxes than for 
many other expenditures. 
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Accounting for 
Land Development 
Companies 


DAVID A. SPENCER, C.A. 


In Canapa the post-war era has been 
marked by a rapid population growth 
accompanied by a considerable influx 
of foreign capital seeking sound 
investment possibilities. This has 
created a demand for accommodation 
for a rapidly expanding industrial and 
commercial complex together with a 
demand for new homes to house the 
growing population in suburban areas 
equipped with modern shopping and 
recreational centres. 

Land development has become an 
important activity in the Canadian 
community, and practising account- 
ants across Canada are often faced 
with the accounting problems inher- 
ent in this kind of undertaking. These 
problems stem from the great variety 
of undertakings which the term “land 
development” covers, each having 
special circumstances which require 
consideration before deciding upon a 
suitable accounting procedure. In 
general, a land development project 
will have the following character- 
istics: 

(1) It usually involves the pur- 


chase of a large area, its development 
up to various stages, and its final sale 
in parcels of varying size and value. 
Costs of the parcels sold are not read- 
ily identified with the expenditures 
made. ! 

(2) Its completion may extend over 
a long period. 

(3) It is speculative, sometimes 
highly speculative. 

When computing periodic income, 
an investor in a land development 
project cannot always be sure that a 
profit will be made from the under- 
taking until his receipts from sales 
exceed the expenditures which he has 
made. He tends to favour an account- 
ing procedure which would treat the 
project as a venture from which profit 
is not recognized until such a stage is 
reached. 

On the other hand, the income tax 
authorities do not take kindly to this 
view and require that profits should 
be determined as each parcel of land 
is sold. Moreover, when projects are 
financed by public issues of shares, 
the need for an equitable measure- 
ment of annual income is of para- 
mount importance where that can be 
done without undue risk of anticipa- 
tion of unrealized profit. 


Raw Land Costs 

Accepting the theory that good 
accounting practice requires that, 
where possible, profit or loss be mea- 
sured as each lot is sold, the first 
major problem arises in connection 
with the accumulation and allocation 
of raw land costs. Raw land costs in- 
clude the amount paid to the vendor 
of the land, together with legal fees, 
commissions, survey fees and other 
costs incurred in determining the 
boundaries and securing title to the 
properties. 
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One method of apportionment is to 
allocate the cost of raw land to in- 
dividual lots on the basis of the ratio 
which the area of the lot bears to 
the total saleable area purchased. 
This gives weight to the size of the 
lot but not to the fact that the saie 
value of the lot will vary according 
to location; for example, whether a 
corner lot or otherwise, whether on 
main road or back road, or on high 
ground or low ground. This method, 
which, it is understood, will be used 
by the tax authorities to make an 
apportionment where no reasonable 
alternative allocation has been made, 
would show exaggerated profits on 
the most desirable lots, tending to be 
disposed of at an early date, and 
losses or low profit on the least de- 
sirable lots, tending to be disposed 
of at the end of the venture. 


A second method, which is a modi- 
fication of the above, is to apportion 
on the basis of proposed street front- 
age, but this is subject to the same 
defects as above. 


If the investment in the project is 
secured by a mortgage, the ratio of 
the “release price” of each lot to the 
total mortgage might be used, but this 
again is subject to the defects re- 
ferred to above. 


Probably the fairest method of ap- 
portionment is to use the ratio which 
the proposed selling price of each lot 
bears to the total proposed selling 
price of all lots. In order to deter- 
mine this ratio, it is necessary at the 
beginning of the venture to prepare 
maps of the tract of land purchased 
showing the proposed subdivisions 
into roads, recreation areas and sale- 
able lots and to place an estimated 
sale value on each lot based on its de- 
sirability, taking into account its size, 
location, frontage, elevation, depth, 
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orientation and other natural features. 
The cost of raw land can then be 
reasonably and immediately allocated, 
and the basis will still hold good even 
if there is a general rise or fall in the 
estimated selling prices. 

If this calculation can be made 
before completion of the purchase 
contract, consideration should be 
given to including in the purchase 
contract a breakdown of the purchase 
price by specific areas in order to give 
added weight to the cost allocation 
which will be used for profit deter- 
mination. 


Development Costs 


Development expense includes the 
cost of clearing, grading, laying of 
sewers and water pipes, roadbuilding, 
fencing, landscaping and generally 
preparing the various areas up to the 
stage when lots can be sold. Usually 
the development of a project is car- 
ried out in stages, certain areas being 
fully developed and made ready for 
sale while other areas are developed 
later. 

Certain development costs will ap- 
ply to the whole of the area purchas- 
ed. These may be accumulated and 
prorated on an area basis to each 
saleable lot. Other development costs 
will apply specifically to sub-divisions 
of the original tract. These may be 
accumulated for each sub-division 
and prorated to individual lots in the 
ratio that the area of the lot bears to 
the total area of the sub-division. An 
area basis is usually preferable for the 
allocation of development costs since, 
generally speaking, it would not cost 
more to provide services for a high 
value lot than for one of low value. 

Real estate taxes paid up to the 
time the property is developed and 
ready for sale may be allocated to 
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each lot. The allocation should be 
made on an area basis. 


Substantial assessments for local 
improvements may be encountered af- 
ter the development stage has been 
passed. These should be added to 
the cost of the inventory of unsold 
lots whether or not a policy of charg- 
ing off other real estate taxes after 
the development stage has passed is 
being followed. 

Under certain circumstances, good 
accounting might permit interest dur- 
ing the development period to be 
added to the cost of each saleable lot. 
It is doubtful if the Canadian Income 
Tax Act permits the deferment of in- 
terest charges in a land inventory 
even though the procedure provides a 
fair allocation of costs against rev- 
enues from an accounting viewpoint. 


During development, sales may be 
made of standing timber, gravel, clay 
or rock or other natural resources. 
The proceeds of such sales should be 
treated as a reduction of the develop- 
ment costs accumulated against each 
area. Where land is purchased with 
buildings thereon which may ulti- 
mately be demolished, rents may be 
obtained from temporary occupan- 
cy. These rents should be credited 
against the accumulated development 
costs of the particular area concerned. 


Carrying Charges on Undeveloped 
Land 

The foregoing comments have been 
related mainly to the handling of de- 
velopment costs in connection with 
land which is being made ready for 
sale. A common situation is one 
where undeveloped property is car- 
ried as part of a long-range plan 
when development is postponed be- 
cause of the prospect of greater pro- 
fits. Under these circumstances it 


may be reasonable to defer carrying 
charges and interest, but care should 
be taken in building up the amount 
of such deferments. Montgomery’s 
“Auditing”, (7th ed.), page 227, has 
this to say: “When there is a possi- 
bility that undeveloped property may 
be disposed of at a loss, discretion 
must be used in capitalizing such ex- 
penditures (carrying charges). It is 
not good accounting practice to con- 
tinue the capitalization of carrying 
charges to a point beyond the reason- 
able valuation of the property. On 
the other hand, while it may be ex- 
pedient or conservative to charge off 
expenditures which do not add to the 
value of assets, it may not be good 
accounting practice to do so, as it 
may unduly reduce the profits arising 
from current operations and under- 
state the fair cost of the asset.” 


Carrying Charges after Development 

When properties are fully develop- 
ed and ready for sale, the cost defer- 
ment process is usually stopped and 
carrying charges including real estate 
taxes, interest and, especially, admin- 
istrative and selling expenses are 
charged as profit and loss items. Mix- 
ed situations will be encountered 
where development work is partly 
completed on some lots in a group, 
which will warrant deferment of par- 
ticular types of expenditures after 
properties are available for sale. A 
dogmatic statement cannot be made, 
but the caution expressed in the quo- 
tation in the preceding paragraph is 
equally applicable to the handling of 
carrying charges after the develop- 
ment stage has been passed. 


Promotion 
The allocation of costs for adver- 
tising, travel and other publicity ex- 
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penses in connection with a develop- 
ment is a problem to which solutions 
must be tailored to the specific cir- 
cumstances of each case. Generally 
speaking, up to the time when some 
part of the property is ready for sale, 
such costs could be prorated in the 
same manner as raw land costs. Af- 
ter lots are ready for sale, it is gen- 
erally preferable that all promotion 
costs should be treated as expense. 


Handling of Costs Yet to be Incurred 


The above methods of allocating 
costs may not be suitable where a 
substantial part of total costs is to be 
incurred in the future, as when a de- 
veloper undertakes to provide a park 
or recreation centre after a specified 
number of lots has been sold or built 
on. Here it may be more appropriate 
to determine the ratio of estimated 
total costs to the estimated total sell- 
ing price of the lots under considera- 
tion and, using this ratio, to credit in- 
ventory of lots with the estimated 
total cost of each lot as sold. The 
ratio should be reviewed annually. 
This method, however, will under- 
state the costs incurred to date on un- 
sold lots and in an extreme case may 
produce a credit balance on inventory 
of lots. As an alternative, the esti- 
mated future costs relating to each 
lot sold may be credited to a liability 
account, but if no reasonable estimate 
of these costs can be obtained, or if 
the liability is not certain, it may be 
preferable to refer to the commitment 
by way of footnote to the financial 
statements. 


Sales 

Sales of land may be cash sales or 
instalment sales. Cash sales present 
no special accounting problems. In- 
stalment sales involve periodic repay- 
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ments of principal over a fixed term 
in accordance with the terms of a 
mortgage agreement or an agreement 
of sale. In many cases, sales com- 
mission is payable only in proportion 
to the realized sales price. The fact 
that the price is not to be received 
until a later date introduces an ele- 
ment of risk into the transaction as 
well as the possibility of collection 
costs should any instalments fall in 
arrears. Instalment sales will involve 
tying up capital over a long period, 
and interest and other expenses will 
be incurred in periods subsequent to 
the date of sale. A realistic method 
of measuring income must be found. 


One way is take into income the 
whole of the gross profit at the time 
the sales are made and to provide for 
estimated losses on collection. This 
method has the merit that profit is 
recognized when the sale is made, 
but in practice it is often very diffi- 
cult to estimate accurately the prob- 
able losses. 

The preferred method is to take up 
the gross profit on the transaction as 
cash is collected. Interest on unpaid 
balances will be credited to interest 
earned, 

Frequently, prospective buyers will 
pay for an option to purchase a lot 
and will subsequently not take up 
their option. At that time the money 
paid is forfeited and should be taken 
into income. Deposits on account of 
the purchase price of a lot should not 
be taken into income when received 
but should be applied to the purchase 
price only when the sale is actually 
completed. 


In arriving at the amount of profit 
to be included in the determination 
of taxable income, regard should be 
paid to the provisions of section 85B 
(1)(b) and (d). 
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Statement Presentation 

A selection of financial statements 
issued by land development compan- 
ies reveals a lack of consistency in the 
way in which cost of land and the 
related development expenses are de- 
scribed on the balance sheet. This, 
of course, is due to the tremendous 
variety of circumstances which may 
surround a given undertaking and 
make it most difficult to generalize. 
In making up financial statements for 
land development projects, the fol- 
lowing points should be given consid- 
eration: 

(1) Land for resale is an inventory 
item and normally a current asset. 
Where the project is one where the 
sale of lots may extend over a period 
longer than 12 months, it is possible 
that a correct presentation would 
show the item below current assets. 

(2) A sub-division of the land ac- 
count is sometimes desirable in order 
to distinguish undeveloped land from 
developed land, and raw land costs 
from development costs. 

(3) Explanatory notes should be 
used wherever usual captions in fi- 
nancial statements do not give suffi- 
cient information. 

Many companies may incur losses 


for tax purposes in the opening years 
because certain expenditures are not 
deferred as part of the cost of land 
in accordance with income tax regula- 
tions. These expenditures may be 
lost for tax purposes if there are in- 
sufficient offsetting profits within the 
five years allowed by the tax authori- 
ties for carry forward of losses. On 
the other hand, the measurement of 
profit, as sales are made, may result 
in profits on early sales of parcels of 
land being subject to income tax. 
However, a loss may be established 
when the project is finally wound up 
and the tax paid may not be recover- 
able. Bearing in mind that the most 
desirable lots are more saleable and 
may well be sold first, it is clear that 
a careful cost allocation must be 
made in order to avoid an unjust bur- 
den of taxes. 

For these reasons, land develop- 
ment companies should be sure that 
all elements of cost which can reason- 
ably be included in the inventory are 
so treated in their books, and they 
must be able to substantiate the basis 
used for costing sales. It is to be 
noted, however, that it is not clear 
that accounting treatment and income 
tax treatment need to be or should 
be the same. 
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Accounting Research 


ACCOUNTING FOR INFLATION 


In the years immediately following 
the war a good deal of discussion took 
place regarding the effect on conven- 
tional accounting of the rapid infla- 
tion that was then taking place. It 
must be admitted that in most cases 
the “discussion” really amounted to a 
mere argument in which representa- 
tives of industry, economists, and in- 
vestors attacked conventional ac- 
counting for failure to recognize the 
higher costs of “replacing” fixed as- 
sets, while accountants defended the 
conventional practices. No decision 
or agreement on the question was 
ever actually reached, however, al- 
though it could be said that the ac- 
countants won in that they refused to 
give way until continued prosperity, 
some tax concessions, and a slowing 
down of the inflationary trend re- 
duced the complaints and dispersed 
the attackers. The problem, in other 
words, was buried rather than solved, 
and most accountants have been 
walking warily and speaking softly 
eyer since in order to avoid any 
chance of bringing it to life. 

Under these circumstances it may 
seem rather unwise to dig the ques- 
tion up again and to suggest that 
Canadian accountants should once 
more direct their attention to the 
problem. The truth is, of course, that 
the problem will not stay buried and 
that, despite the embarrassment it 
causes to accountants, people both in- 
side and outside the profession wiil 
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not leave it alone. Since the real dif- 
ficulties created by inflation will not 
go away, it seems obvious that these 
discussions will continue until the 
problem is resolved. 

The reasons why this problem can- 
not be ignored by the accounting pro- 
fession were very forcefully stated in 
one of the more recent public discus- 
sions of the problem by Mr. Donald 
Gordon in his address to the Quebec 
Institute in Montreal last November. 
Mr. Gordon, after discussing the 
problem as he saw it, pointed out the 
responsibility of the profession in the 
following terms: 

“Public accountants have built up 
an enviable prestige through a high 
level of competence and ethical prac- 
tice. Your opinions carry consider- 
able weight in business and govern- 
mental circles, and you have given 
your opinions wisely on such matters 
as taxation, revisions to the Canadian 
Companies Act, and so on. But for 
20 years you have been arguing 
among yourselves about the most im- 
portant accounting question of our 
generation, and the shibboleth of 
‘generally accepted accounting prin- 
ciples’ has prevented your profession 
from coming up with forthright re- 
commendations. 

“It could be that this has been the 
safest course for you to follow. It 
could be that efforts to make the fi- 
nancial statement reveal the impact 
of changing money values would pro- 
voke so many other difficulties that 
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the cure would be worse than the 
disease. If that is the decision so be 
it, but you won't convince thoughtful 
people that it is the right answer un- 
til your opinion is supported by care- 
ful research and analyses. Certainly 
you may count me as among those 
who entertain serious doubts that 
your ‘generally accepted accounting 
principles’ are adequate to face the 
challenge of the facts as they exist. 
Consequently, because of the great 
respect I have for your profession, I 
urge, in the interests of prestige and 
confidence, that there be no further 
delays or equivocations.” 

Mr. Gordon’s speech was reported 
in full in the January 1960 issue of 
The Canadian Chartered Account- 
ant. There is, therefore, no need to 
repeat or summarize the gist of his 
argument. Those who are not con- 
vinced that inflation creates any 
problem or who are confused as to 
the nature of the problem are strongly 
advised to read the whole speech in 
that issue. For those who are aware 
of the problem, the selections quoted 
above seem to be enough to justify 
the discussion of the question here 
and to highlight the basic issues. 

It is difficult to see how any mem- 
ber of the accounting profession can 
really disagree with Mr. Gordon’s 
criticism of our inactivity in this mat- 
ter. As he points out, even if the ul- 
timate solution is the retention of 
present techniques, this solution, like 
any other, must be supported by 
“careful research and analyses”. It is 
hoped that this department by discus- 
sing some of the specific aspects of 
the problem and by reporting on 
some of the opinions expressed on 
both sides, may help to stimulate the 
interest and discussion which will, 
in turn, lead to the further “research 
and analyses” needed for a solution. 
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A review of most writings on this 
subject brings out the fact that on 
this question, as on most contentious 
questions in accounting, a good deal 
of the argument is rather irrelevant to 
the questions at issue. As usual, this 
situation occurs largely because the 
opposing parties fail to clarify the 
terms involved or to analyze the ques- 
tions at issue adequately. A discus- 
sion of some of the terms and an at- 
tempt to clarify some of the issues, 
therefore, seems useful. 


Generally Accepted Principles of 
Accounting 

A large proportion of the argu- 
ments against any departure from 
conventional methods turn out, in the 
last analysis, to rely on “generally ac- 
cepted principles of accounting”. As 
Mr. Gordon points out, such an ap- 
peal actually does not solve the prob- 
lem and cannot satisfy the critics. 
That this is true becomes obvious as 
soon as the real nature of accounting 
principles is considered. As every 
thinking accountant knows, they are 
not immutable laws of nature nor are 
they supernaturally inspired impera- 
tives of behaviour. They are, on the 
contrary, only a collection of rules, 
practices, and procedures which have 
been found to be useful guides to the 
accounting treatment to be followed 
in specific circumstances. Their only 
justification is their usefulness, their 
only authority their general accept- 
ance. Obviously, accounting prin- 
ciples chosen and retained because 
they were considered to produce the 
most useful results cannot be used to 
defend those results against a charge 
of inutility. This aspect of the argu- 
ment must, therefore, be fought on 
the question of the relative usefulness 
of the results produced by the con- 
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ventional and alternative methods 
and not by reference to tradition and 
the authority of “principles”. 


Replacement Cost 

The first critics of conventional 
accounting tended to base their argu- 
ment mainly on the inadequacy of 
conventional depreciation charges, 
based on cost, to provide funds for 
the replacement of assets at prices 
substantially in excess of cost. The 
defenders of the conventional proced- 
ures in replying to this complaint 
pointed out that depreciation is a re- 
covery or allocation of cost, not a pro- 
vision for replacement. When the 
question is argued on these terms, of 
course, an impasse results. 


It is possible that a solution would 
be reached more readily if it were re- 
cognized that there are actually sev- 
eral problems intermingled here. In 
addition to the basic depreciation 
problem, there is a financial problein 
and what might be called a manage- 
ment forecasting problem. 


With regard to the depreciation 
problem, it can be pointed out that 
although depreciation allocates cost, 
it also attempts to measure the 
amount of income that must be set 
aside to offset the wasting of the 
asset. It is true that no attempt is 
made to parallel the actual deteriora- 
tion of assets year by year, but it is 
intended that at the end of useful 
life an amount equal to original cost 
will have been retained to avoid im- 
pairment of the asset. The amount 
needed, under inflationary conditions, 
to avoid impairment will vary de- 
pending on the view that is taken of 
the nature of the capital fund. This 
portion of the “replacement cost” 
problem is thus just another aspect of 
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the general profit measurement ques- 
tion discussed below. 

The retention of sufficient funds to 
enable the enterprise to replace an 
asset which has reached the end of its 
useful life is a real and serious prob- 
lem. Up to this time, however, it has 
not been considered a problem of in- 
come measurement. This does noi 
mean that it should not be. It is a 
separate question which can be dis- 
cussed and resolved apart from the 
problem of depreciation and even 
from the problem of inflation. 


Similarly, the problem involved in 
forecasting the actual cost at some 
future time of replacing specific as- 
sets, is another separate problem. It 
is complicated by the possibility that 
inflation may make future price levels 
even higher than present levels, but 
so many other questions of technical 
development, obsolescence, capacity, 
etc. are involved in predictions of 
future capital expenditures that it is 
difficult to single out the possible 
changing value of the dollar for spe- 
cial consideration. Once again prob- 
lems of future replacement have 
never been considered to be part of 
accounting income determination. As 
with the financial problem, it is 
possible that accounting statements 
should reflect these factors. How or 
why they should do so is, once again, 
a separate problem from adjusting for 
inflation. 


“Economic” Income 

Many of the parties to this dispute 
come to the conclusion that the real 
problem at issue involves the differ- 
ence between conventional account- 
ing profits and “economic” income. 
They then proceed to discuss the 
advantages and disadvantages of us- 
ing “economic” income in financial 
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statements. “Economic” income 1s 
usually defined in such discussions as 
the difference between the net worth 
of an enterprise computed at current 
values at the beginning of the period 
and its net worth, similarly computed, 
at the end of the period. 


Unfortunately, economic income as 
so defined includes a number of ele- 
ments — chiefly unrealized gains and 
losses — which are normally excluded 
from accounting income for reasons 
which have nothing to do with in- 
flation. These exclusions, like all ac- 
counting principles, can be disputed 
or questioned. Such disputes, how- 
ever, have nothing to do with the 
problem of inflation and their intro- 
duction into the discussions of ac- 
counting for inflation merely compli- 
cates the problem. Comparisons be- 
tween “economic” and “accounting” 
income which do not recognize that 
the differences between the two fig- 
ures are not due to inflation alone 
tend to confuse rather than to simpli- 
fy the problem. 


The Nature of Capital 


The difficulties involved in com- 
paring income computed on various 
bases and the difficulties of deter- 
mining interim income, in any case, 
usually force the disputants back to 
a consideration of what appears to be 
the basic problem — the nature of 
capital. It is agreed by all parties to 
the dispute that profit represents the 
excess of the proceeds of liquidation 
of a business over the original invest- 
ment. It is, in other words, the 
amount that can be withdrawn with- 
out impairing capital. Conventional 
accounting (and company law) re- 
gards capital as a fixed sum in dollars 
so that the preservation of this fixed 
sum is all that is required. Depre- 
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ciation on original cost and all the 
other conventional accounting tech- 
niques are designed and intended to 
record profit and preserve capital on 
this basis. 


The economist, and often the 
actual investor or business man, is 
more likely to think in terms of “real” 
capital, that is the amount of purchas- 
ing power diverted to the enterprise 
or the physical stock of assets with 
which the business is carried on. 
When this view is held, capital is 
thought to have been impaired if, be- 
cause of inflation, the funds retained 
and preserved represent less pur- 
chasing power than the original in- 
vestment and would thus not be suffi- 
cient to replace the stock of assets 
with which the business is carried on. 


In the simple case of an entre- 
preneur who invests $10,000 in a 
stock of goods and after several years 
of trading sells his stocks to realize 
$20,000, conventional accounting will 
record a profit of $10,000. If, due to 
the declining purchasing power of the 
dollar, the $20,000 will buy no more 
at the date of liquidation than the 
original $10,000 bought at the begin- 
ning, those who hold the “real value” 
view of capital will refuse to recog- 
nize any profit at all. 


This difference in viewpoint on the 
nature of capital appears to be the 
really basic question which must be 
resolved if a solution to the problem 
of accounting for inflation is to be 
found. Conventional accounting de- 
pends on the monetary view of cap- 
ital so that any change in conven- 
tional accounting will imply an 
acceptance at least to some degree of 
the alternative view of capital. Con- 
versely, any acceptance of the “real 
value” view of capital as a proper 
factor to be reflected in financial 
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statements will involve some de- 
partures from “generally accepted 
principles of accounting”. It also ap- 
pears, however, that once this basic 
question is resolved, most of the other 
questions and problems will seem 
fairly simple by comparison. 


Conclusion 

Accounting is not, and should not 
be, an intellectual exercise carried on 
for its own sake, but a service to the 
various parties concerned in the op- 
eration or ownership of business 
enterprises. Accountants cannot ig- 
nore the increasing volume of com- 
plaints from people in these inter- 
ested groups who complain that the 
recent and continuing decline in the 
value of money has made convention- 
al statements relatively useless and 
even misleading for many purposes. 
It seems obvious that if the value of 
accountants’ services is to be main- 
tained, they must institute a program 
of research and experiment in a 
serious attempt to produce statements 
that will fulfil the needs of the prin- 
cipal users of financial data. 

e ® °o 


Correspondence on Bulletin No. 16 
D. L. Sheldon has written a letter 
to this department taking exception 
to some of the statements made by 
I. L. Rosen in his recent article on 
the verification of inventory values. 
Mr. Sheldon’s remarks on professional 
responsibility and the significance of 
the scope paragraph in reports seem 
to be sufficiently thought-provoking 
to warrant a wider circulation. His 
letter is accordingly reproduced 

below: 

Caracas, Venezuela, 
March 2, 1960 


Sir: I have just read I. L. Rosen’s 
paper entitled “The Auditor’s Opinion 
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on the Inventory Figure” in the Feb- 
ruary issue. While I fully agree that 
Bulletin No. 16 is a preliminary step 
in the right direction, I feel com- 
pelled to express my disagreement 
with certain statements made in the 
article. 

Mr. Rosen advocates the require- 
ment that disclosure be made in the 
scope paragraph, if observation of in- 
ventories is not carried out. This is 
to ensure that other practitioners are 
“toeing the line” and “not giving clean 
opinions after rationalizing the justi- 
fication for other inadequate pro- 
cedures”. It strikes me as unfortunate 
that a chartered accountant should 
have so low an opinion of his pro- 
fessional colleagues. If it should be 
necessary to report non-observance of 
inventories (assuming the auditor has 
satisfied himself by other means), 
why stop there? Should he not also 
report the failure to complete every 
step laid down in Montgomery's 
“Auditing”? 

It is fundamental in our code of 
ethics that every chartered account- 
ant will use the professional quali- 
ties with which he is asumed to be 
endowed. Perhaps, as Mr. Rosen 
suggests, a few C.I.C.A. members are 
so careless or dishonest as to give un- 
qualified opinions without having 
satisfied themselves through current- 
ly accepted auditing procedures. If 
the moral and disciplinary measures 
of the Institutes are not forceful 
enough to obtain compliance with 
accepted standards, then these mea- 
sures should be improved. However, 
such measures should exist only be- 
tween the Institutes and their mem- 
bers; it would be a severe blow to our 
dignity if it were necessary, as a 
form of discipline, to make public 
disclosure each time a certain audit 
procedure was not carried out. 
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In the United States the require- 
ment for mentioning absence of in- 
ventory observation in the scope 
paragraph arose out of the public 
reaction following certain spectacular 
frauds. The requirement was im- 
posed as a form of police control on 
American C.P.A.’s, in order to ensure 
that this procedure was carried out. 
It is hardly an example to be followed 
elsewhere, unless circumstances make 
it necessary. Indeed I think that 
efforts should be made to reduce the 
extent of the scope paragraph in the 
short form opinion, rather than to 
amplify it. 

I believe that the existence of the 
scope paragraph as a whole is a sign 
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that ours is still a young profession. 
The public and the Companies Acts 
still feel it necessary that we explain 
the work that we do in order to ex- 
press an opinion. To my knowledge, 
no similar requirement exists for the 
practitioner in the more mature pro- 
fessions, in rendering his considered 
professional opinion to laymen. I 
hope that in time the competence 
and integrity of chartered account- 
ants and C.P.A.’s will be so firmly 
established that it will suffice to state 
the opinion alone, unaccompanied by 
any half-hearted explanations of what 
work was done to formulate that 
opinion. 

D. L. SHELDON, C.A. 





Tax Review 


Tue Bupcet, 1960 


One of the better ways to spend 
five cents is to buy a copy of Hansard 
for March 81, 1960. It contains 
Finance Minister Fleming’s third bud- 
get speech and budget papers, which, 
despite the mixed reviews of his 
critics, is cheap at twice the price. 

The Minister reviewed the eco- 
nomic developments of the past year 
and expressed his views as to how the 
fiscal and related policies of the gov- 
ernment had contributed to improved 
economic conditions. With the gen- 
eral improvement in business, capital 
investment increased, and although 
the 1959 level of the Canadian sav- 
ings was high, $1,460 millions of 
foreign capital flowed into the coun- 
try to supplement domestic savings. 
In this connection Mr. Fleming ob- 
served, “Any inflow of capital raises 
questions as to ownership and con- 
trol of Canadian industry and re- 
sources, and also the question of the 
servicing of debt. As to ownership 
and control, this government’s posi- 
tion is clear. We welcome capital to 
Canada if, when here, it is willing to 
act as if it were Canadian and not as 
if it were foreign. During the past 
two years there has been increasing 
evidence, in many quarters, that 
foreign capital in this country is be- 
coming increasingly conscious of its 
Canadian responsibilities.” Unfortun- 
ately in matters of this kind, respon- 
sibilities are often ill-defined, but the 
Minister was confident that the situa- 
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tion was improving and that it would 
be better if the desired result were 
achieved by persuasion rather than 
by legislation. 

The Minister of Finance foresees 
that if we manage our affairs prudent- 
ly our reliance on foreign capital will 
continue to decline relative to our 
economic growth, with a concomitant 
decrease in the cost of servicing ex- 
ternal debt. He stated that “Can- 
adians can increase their own domes- 
tic capital and make this country 
financially more self-reliant if they are 
prepared to practise increased effi- 
ciency, productivity and thrift. This 
responsibility falls on all levels of 
government, private business and in- 
dividuals.” From casual observation 
it would appear that this statement 
applies with unequal force to the 
three groups mentioned. By and large 
private business is keenly aware of 
the need to increase efficiency and 
productivity, and perhaps it has a 
healthier attitude towards thrift than 
the majority of individuals. As far 
as governments are concerned, Mr. 
Fleming may have stated their posi- 
tion more clearly than he intended 
when he said, “In saying this I am 
fully aware of the role of leadership 
that falls to the federal government. 
It is the responsibility of the govern- 
ment to try to establish the condi- 
tions of financial balance within 
which the endeavours of others can 
be carried out successfully”. 


The Minister is of the opinion that 
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our exchange rate should be deter- 
mined by the free play of the forces 
of supply and demand, which seems 
reasonable. After commenting on this 
matter, he turned his attention to 
foreign trade. He expressed some con- 
cern over the possible consequences 
of the two regional trading groups 
that have formed in Europe: the 
European economic community of six 
countries and the European free trade 
association of seven countries, Mr. 
Fleming looks forward to the general 
tariff conference next September of 
the contracting parties to the GATT 
in the hope that trade barriers will be 
lowered. 


Government Accounts 

Last year Mr. Fleming budgeted 
for a deficit of $393 million. It is 
now estimated that the deficit will be 
$406 million as a result of expendi- 
tures of $5,707 million and revenues of 
$5,301 million. For the coming year 
he forecasted revenues of $5,892 mil- 
lion and expenditures of $5,880 mil- 
lion or a surplus of $12 million. He 
based his forecast of revenues on a 
projected gross national product of 
between $36% and $37 billion for 
1960, which represents a further in- 
crease of 64% over 1959’s increase of 
6%. 

It is anticipated that revenues to 
the old age security fund in 1960-61 
will be about $630 million and that 
payments out of the fund will exceed 
$590 million. The prospective sur- 
plus should be sufficient to absorb the 
deficit of $24 million incurred last 
year. This will be the first surplus 
since the fund was inaugurated on 
January 1, 1951. 


Tax Policy 
In his remarks on tax policy Mr. 
Fleming stated that “ . . . sound tax 
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policies must be flexible and adapted 
to changing economic conditions”. 
Regrettably economic conditions are 
so inextricably interwoven’ with 
other considerations that tax reduc- 
tions are disconcertingly elusive, even 
when the tax rates are surveyed be- 
fore elections in the hope that some- 
thing tangible can be done for the 
taxpayer. Of necessity, Finance Min- 
isters have become quite skilled in 
letting the taxpayer down gently. For 
example, this year Mr. Fleming was 
happy to say that “. . . we have ob- 
tained this goal of a balanced budget 
without the necessity of recommend- 
ing any further increases in taxation 
...” He also said “While I look for- 
ward to the day when we can under- 
take a measure of orderly reduction 
in our public debt, present circum- 
stances do not, in my judgment, war- 
rant an increase in tax rates in order 
to expedite the retirement of debt”. 
It is unlikely that Mr. Fleming’s 
words comforted taxpayers to any 
appreciable extent or that anyone 
felt relieved that tax rates were not 
increased this year. 

All in all Mr. Fleming’s review of 
the economic developments during 
the past year was interesting and so 
presented as to test even his best in- 
formed critics. Economics is an 
occult subject even for the experts, 
and it is hoped that they will con- 
tinue to speak up as they see fit so 
that the public may better appraise 
the wisdom of their elected repre- 
sentatives. 


Income Tax Changes 

Although no major income tax 
changes were proposed, the Minister 
announced several technical changes 
of considerable interest. He also in- 
dicated that the government will be 
undertaking a comprehensive study 
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of designated surplus and related 
matters and that he would “welcome 
considered expressions of view from 
all interested persons and organiza- 
tions”. A separate Bill is to be intro- 
duced towards the end of the current 
session to make provision for a new 
class of profit sharing plans which 
will be reviewed at that time. The 
existing provisions of the Act on profit 
sharing plans are of little benefit to 
taxpayers and a fresh approach is 
most welcome. 

While comment on the detailed 
amendments to the various tax Acts is 
premature by virtue of the fact that 
the resolutions are merely intentions 
which will ultimately be enacted, the 
following resume of the expected 
amendments may be of interest. As 
soon as the amendments are actually 
made, they will be reported upon in 
greater detail. 


Provincial tax credits 

The increased provincial tax credit 
of 18% for individuals is extended to 
the 1960 and 1961 taxation years. The 
provincial tax credit for corporations 
is to be increased from 9% to 10% in 
respect of income earned in a taxing 
province which has arranged to re- 
place federal grants to universities. 
This latter amendment applies to in- 
come earned after December 31, 1959 
and is effective for the 1960 and 1961 
taxation years. At the present time 
this will apply only to Quebec. 
Medical expenses 

For 1960 and subsequent years the 
maximum deductions for medical ex- 
penses are increased from $1,500 to 
$2,500 for a single person, from $2,000 
to $3,000 for a married person and 
from $500 to $750 for each depend- 
ant but not exceeding a total of $3,000 
in respect of dependants. Such ex- 
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penses must still exceed 3% of the tax- 
payer's income before they are de- 
ductible. 


Non-residents 

For 1960 and thereafter, if a person 
who carries on business in Canada 
and computes the income from the 
business on a cash basis ceases to be 
a resident of Canada, he must include 
in income the value of accounts re- 
ceivable and inventory of the business 
at the time he ceases to reside here. 
Prior to this amendment a person 
could leave Canada and then collect 
his receivables and sell his inventories 
without paying tax to Canada on the 
cash received. The proposed amend- 
ment seems reasonable. 


Amalgamations 

The much publicized loophole in 
section 105C is to be plugged effec- 
tive April 1, 1960 by the simple ex- 
pedient of deeming any share, other 
than a common share, of a new cor- 
poration resulting from an amalgama- 
tion to be a liability. It is general 
knowledge that there was an im- 
pressive number of hasty amalgama- 
tions last year for the sole purpose of 
extracting undistributed income from 
corporations tax-free by taking advan- 
tage of section 105C. Undoubtedly 
there would have been many more ex- 
cept for the expert bluffing of the 


Taxation Division. 


N.R.O. investment companies 

In 1960 and subsequent taxation 
years non-resident-owned investment 
corporations will not be able to de- 
duct a depletion allowance in respect 
of income from an oil or gas well or 
mine when computing income. Pre- 
sumably, dividends received from oil, 
gas or mining companies will not be 
affected. 
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Foreign tax credit 

The provisions of the Income Tax 
Act which determine the credit 
allowed for foreign taxes are to be 
amended. A Canadian taxpayer up to 
now was permitted to deduct from 
his tax otherwise payable the lesser 
of: 

(i) the foreign tax paid by him 
on that part of his income 
from sources in the foreign 
country that is subject to tax 
in Canada, or 

(ii) the Canadian tax payable on 
income subject to foreign tax. 

The interpretation of these limitations 
has been the subject of much con- 
troversy in the past several years. 


The taxation authorities insisted 
that where the income to which the 
foreign tax applied exceeded the in- 
come subject to tax in Canada, the 
foreign tax for purposes of the credit 
was reduced proportionately. For 
example, if an individual received a 
U.S. dividend of $1,000 on which the 
U.S. tax was $150 and he had carry- 
ing charges of $500, the taxation 
authorities contended that he had re- 
ceived only $500 from the foreign 
source on which he had paid foreign 
tax of $75. Apparently the law is to 
be amended to permit the full amount 
of the tax to be deducted from the 
tax otherwise payable, provided that 
it is not in excess of the Canadian tax 
payable on the income from the 
foreign source. 

The second bone of contention had 
to do with the determination of in- 
come from a foreign source where 
particular expenses are not definitely 
attributable to any particular source. 
The decision of the Supreme Court of 
Canada in Interprovincial Pipe Line 
Co. v. M.N.R. seems to have been a 
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rude awakening for the taxation 
authorities in that it implied that cer- 
tain expenses cannot be attributed to 
any particular source. The situation is 
to be rectified for 1960 and subse- 
quent years by amending the rules for 
determining income from a source 
“ ... to specify the deductions that 
shall be made in computing the in- 
come of a non-resident person from 
a business or employment in Canada 
and in computing income from 
sources outside Canada for the pur- 
pose of calculating the foreign tax 
credit allowed to a person resident 
in Canada”. 


While the statements do not in- 
dicate the exact details of the 
changes, it seems likely that an al- 
together unsatisfactory situation will 
at last be corrected, even though it 
would appear that the Interprovincial 
Pipeline decision will be nullified for 
the benefit of the Crown. 


Associated corporations 


Over the past several years, an in- 
creasing number of taxpayers have 
found it relatively simple to circum- 
vent section 39(4) of the Income Tax 
Act. The definition of an associated 
company was such that, in many 
situations, it was convenient to divide 
among several companies business 
operations that normally would be 
carried on by a single company and 
qualify each of the several companies 
for the low rate of tax on the first 
$25,000 of taxable income. This was 
often achieved by vesting a 31% in- 
terest in the various companies with 
outsiders or unrelated employees. It 
would appear that the requirement 
that 70% or more of the shares be 
owned by one person or by related 
persons will be reduced to one of con- 
trol, that is to say, more than 50% of 
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the voting stock. As yet, however, the 
actual method has not been revealed. 


Four-year assessment limitation 

At long last, the government has 
decided to end the hopeless muddle 
that has persisted for years over the 
matter of “original assessments”. The 
four-year period after which the Min- 
ister may not re-assess except in cases 
of fraud or misrepresentation will 
now commence from the date of mail- 
ing by the Minister to the taxpayer 
of the original assessment or of a 
notification that no tax is payable. 
It was formerly held that where no 
tax was demanded no assessment re- 
sulted and, in addition, that the 
assessment need only be completed 
(and not issued) within the four 
years. It is also proposed that the 
taxpayer may waive the limitation 
period by notice to the Minister. 


Lump sum payments 

Commencing in 1960, a taxpayer 
who receives a lump sum payment re- 
ferred to in section 36 will no longer 
be permitted to pay tax on it at his 
effective rate of tax for the three 
preceding years. From 1960 on, the 
alternative to including the payment 
in income is to pay tax thereon at 
graduated rates of 10, 20, 30 and 402%. 
The 40% rate applies to the amount 
by which the payment exceeds 
$10,000. 


Salt producers 

For 1960 and subsequent taxation 
years a corporation whose principal 
business is the production or mar- 
keting of sodium chloride or whose 
business includes the extraction of 
sodium chloride from halite deposits 
may deduct, from income, drilling 
and exploration expenses incurred in 
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the year in exploring or drilling for 
halite. 


Pension benefits 

The ridiculous double taxation of 
superannuation, pension or death 
benefits and benefits under a retire- 
ment savings plan is to be amelior- 
ated. Where these payments are re- 
ceived by the beneficiaries of a de- 
ceased taxpayer, they may be subject 
to both income tax and death duties. 
The situation was aggravated by sec- 
tion 26 of the Estate Tax Act which 
provides that no allowance shall be 
made for income tax in valuing prop- 
erty. The Minister now proposes to 
permit the individual who receives 
one of the benefits referred to above 
to deduct for income tax purposes a 
portion of the benefit received, in 
1960 or subsequently, determined by 
reference to the estate tax or succes- 
sion duties applicable to the benefit 
where death occurred after Decem- 
ber 31, 1958. 


Appeal Board 

Another member is to be appointed 
to the Tax Appeal Board to expedite 
appeals. 


Excise Tax Changes 
The following items have been 

exempted from federal sales tax ef- 

fective April 1, 1960: 

Electric heating equipment, designed 
for use on a system using 230 volts 
or greater, for permanent. installa- 
tion as part of an electric heating 
system for buildings. This exemp- 
tion does not include electric wiring 
or other materials leading to or con- 
necting such equipment to the elec- 
tric power supply. 

Ducts for warm air systems for heat- 
ing buildings, but not including ma- 
terials used in their manufacture. 





¢ 
ie 


TE To 


a 





960 


for 


a 


vi eed 


a ee ee 


IE Tea eT 


oo SE cme 


ee 


TAX REVIEW 


Laryngeal speaking aids and parts 
therefore, including batteries speci- 
fically designed for use therewith. 


Prepared surgical sutures. 

Articles presented from abroad in 
recognition of the saving of human 
life. 

Perlite (obsidian or other vitreous 
rock in form of enamel-like glob- 
ules! ). 

Portrait photographs of individuals. 

Perforated pipe for drainage purposes 
not exceeding four inches in inside 
diameter (exemption was formerly 
accorded to perforated bituminized 
fibre pipe of the same size). 

Feed supplements for addition to 
feeds for fur-bearing animals and 
materials used exclusively in the 
manufacture thereof. 

Grease traps for septic tanks. 

Hardware for doors and sash will no 
longer be exempt from sales tax, 
unless the hardware is specifically 
mentioned in schedule III of the 
Excise Tax Act. 

Other changes concerned the elim- 
ination of the exemption for construc- 
tion materials for ships over ten tons, 
the acceptance of bonds or other se- 
curities of or guaranteed by the gov- 
ernment of Canada as security from 
licensed wholesalers, and a change in 
the wording of the exemption for 
coverage for tax-exempt goods. The 
latter exemption now reads as fol- 
lows: 
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Usual coverings or containers to be 
used exclusively for covering or contain- 
ing goods not subject to the consump- 
tion or sales tax and to be delivered and 
sold with the goods, and materials to 
be used exclusively in the manufacture 
of such coverings or containers. 


Estate Tax Changes 


The deduction from aggregate net 
value allowed for gifts made to charit- 
able organizations in Canada is ex- 
tended to a charitable foundation in 
Canada, and the Canada Council is 
deemed to be a charitable organiza- 
tion for purposes of the Act. These 
changes apply after December 31, 
1958 as does the change which per- 
mits a revaluation of an asset which 
was valued on the basis of the pres- 
ent value of an annuity, if within four 
years of the date of death the “an- 
nuity” is reduced. This could occur 
if a beneficiary were to die or if a 
beneficiary’s marital status changed. 
The difference in tax on revaluation 
is to be refunded. 

Effective April 1, 1960, net aggre- 
gate value is to include “ . any 
amount payable under a policy of in- 
surance effected on the life of the 
deceased for the benefit of the family 
of the deceased, where such policy, 
immediately prior to the death, was 
owned ‘by the employer of the de- 
ceased”. 

The executor of an estate may 
waive the four-year limit for re- 
assessment by notice to the Minister. 
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MAGAZINE ARTICLES 
ACCOUNTING 


“STATEMENT OF ADMINISTRATIVE PoL- 
icy REGARDING BALANCE SHEET 
TREATMENT OF Crepir EQUIVALENT TO 
REDUCTION IN INCOME TAXES,” Securi- 
ties and Exchange Commission; Ac- 
counting Series Release No. 85, Feb- 
ruary 29, 1960. 

In this release, the S.E.C. sets forth 
its views as to the presentation in fi- 
nancial statements filed with the 
Commission of the credit equivalent 
to the reduction of income taxes aris- 
ing from the deduction of costs for 
tax purposes at a more rapid rate than 
for financial statement purposes. 


With specific reference to depre- 
ciation accounting, the Commission is 
of the view that the charge equiva- 
lent to the tax reduction should be 
treated either (1) as a provision for 
future taxes in the income statement 
with a corresponding credit in the 
balance sheet to a non-equity caption 
such as a deferred tax credit, or (2) 
as additional depreciation in the in- 
come statement with a corresponding 
addition to the accumulated provision 
for depreciation in the balance sheet. 
Designating the accumulated credit 
as earned surplus or in any manner as 
part of the equity capital is consider- 
ed by the Commission to be mislead- 
ing and inaccurate even where the 
nature of the credit is disclosed in the 
certificate of the accountant in a foot- 
note to the statements. 


The Commission takes the general 
position that comparable recognition 
of tax deferment should be made in 
all cases in which there is a tax re- 
duction resuiting from deducting 
costs for tax purposes at faster rates 
than for financial statement purposes. 
Its recommendations are thus not 
limited solely to matters connected 
with depreciation and amortization. 


AUDITING 


“THe AUDIT OF THE CosT SysTEM” by 
John J. Fox. The New York Certified 
Public Accountant, April 1960, pp. 
243-250. 

In addition to the presentation of a 
sample audit program of a cost sys- 
tem, the author of this article consid- 
ers the objectives of the cost system 
review; the application of such overall 
approaches as a tour of the plant and 
review of internal financial state- 
ments, analytical cost reports, and ac- 
counting manuals; the detailed pro- 
cedures to test and review the distri- 
bution of charges and credits, the cost 
and inventory accounts, and the allo- 
cation of costs; and the constructive 
results which may be achieved by an 
audit of the cost system. 


The sample audit program for the 
audit of a job cost system is as fol- 
lows: 

Tour the plant with supervisory plant 
personnel to become familiar with the 
production processes, the flow of produc- 
tion materials and the organization of 
the plant. 
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Ascertain the general nature of the 
cost accounting system and the proced- 
ures in effect by inquiring of the cost 
accounting supervisor and reviewing the 
company’s internal financial statements 
and cost reports. 

Select an interim accounting period 
and review the entries recorded in the 
inventory and cost of sales accounts. 
Trace amounts to source of entry and 
test and review underlying details for 
other than purchases and payroll en- 
tries which were tested in other phases 


of the audit. 


Trace charges on a test basis to work 
in process for actual costs of material 
and labour from source data to the job 
order cost cards. 


Test the pricing of charges to work in 
process for material and labour at stand- 
ard by reference to standard cost records. 


Review the procedures for closing job 
orders with responsible employees. Select 
a representative sample of job orders 
closed during the period; review the re- 
lated job order cost cards, test the com- 
putation of the variances and trace to 
the journal entry. 


Review the methods of accounting for 
scrapped production and scrap materials 
resulting from the production processes. 


Compare the total of sales summarized 
for costing purposes with recorded sales 
for the test period to determine that all 
sales are included in the costing. 


Test costing of sales for items selected 
from costing tabulations by reference to 
standard cost records. 


Review the methods and procedures 
for establishing standard costs and as- 
certain that standards have been revised 
to reflect current conditions. 


Test selected items to determine that 
standards are representative of cost by 
comparing the standard unit costs with 
actual costs recorded on the cost cards 
for completed job orders. 

Ascertain the nature of production 


cost variances and their relationship to 
the total cost of production to form an 
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opinion of the acceptability of the stand- 
ard cost for inventory pricing purposes. 

Review the computation of the stand- 
ard burden rates to determine that such 
rates result in charging period costs to 
current operations and do not defer such 
charges to future periods. 

Review inventory and cost of sales ac- 
counts for other periods in the year and 
investigate any entries of significant 
amount or from unusual sources. 


COMPUTERS 


“How Mucu Data SCREENING TO 
MINIMIZE COMPUTER-DETECTED ER- 
rors by Phillips S. Cruttenden. 
N.A.A. Bulletin, Sect. 1, April 1960, 
pp. 85-89. 


How much preliminary screening 
and auditing work should be done be- 
fore transactions are entered on a 
computer? 

Theoretically, says the author of 
this article, the computer should be 
programmed to take practically all 
transactions in random order. It 
should detect most of the errors and 
omissions and make necessary correc- 
tions without the necessity of reject- 
ing the transaction and printing out 
the error on an error log. But this 
ideal in programming can seldom be 
achieved; hence, some _ preliminary 
screening and auditing is usually ne- 
cessary. 

If the field representatives prepare 
the source documents accurately and 
the preliminary screening work is 
done well, there will be few, if any, 
errors to cause rejects, and the com- 
puter error rate would approach 
zero. The errors which would then 
appear on the error logs would be er- 
rors in computation or in rate applica- 
tions and similar deficiencies which 
are not audited or checked before 
they reach the computer. Thus, sav- 
ings in clerical error correction costs 
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and in keypunching and computer re- 
run time would be possible. On the 
other hand, if all preliminary screen- 
ing is eliminated, the number of er- 
rors detected by the computer could 
rise to the point at which correction 
would be unacceptable. 


To find the break-even point be- 
tween preliminary screening costs and 
computer-detected error correction 
costs, reliable cost data is needed 
as well as data on the frequency of 
errors. A break-even equation can 
then be developed to incorporate pre- 
liminary screening costs, preliminary 
error rate, error correction costs, com- 
puter error rate, and change in error 
rate. 

Mr. Cruttenden illustrates the use 
of the formula in a situation where it 
is desired to effect a reduction of .02% 
in a computer error rate of .11%  Er- 
rors may be reduced by more train- 
ing for field representatives to in- 
crease the accuracy of source docu- 
ments; more training for home office 
personnel who have responsibilities 
in documenting, screening and au- 
diting; stimulating the preliminary 
screening clerks to detect more 
errors; and, finally, adding more 
people to the screening unit to inten- 
sify the preliminary examination. The 
break-even analysis then equates the 
additional costs of the preliminary 
screening work to the saving in error 
correction costs. 


COST ACCOUNTING 

“CiericaL Cost Contro.” by Harold 
R. Neuburger. The Federal Account- 
ant, March 1960, pp. 50-56. 

Pointing to the growing importance 
of clerical costs in total operating 
costs, the author of this article sug- 
gests a program for the control of 
clerical costs and describes successful 
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applications of the program in busi- 
ness and government. 


The initial step in a cost-control 
program, he relates, is the inquiry in- 
to the lines of authority and responsi- 
bility within the office, the origin and 
flow of data, the existing methods of 
sorting, recording and filing data, the 
frequency and volume of document 
and report preparation, the physical 
layout, employment practices, and 
salary and wage rates. The bulk of 
the required data may be obtained 
by having each clerical employee or 
supervisor write job descriptions. 
But it is better to have the analyst 
question each employee about his du- 
ties and observe what he does. Other 
information needed in the inquiry 
phase may be obtained by observa- 
tion and study of layout, by examina- 
tion of procedures, forms, machines 
and reports, by discussion, by ref- 
erence to existing data, and by pre- 
paration of flow charts and work-dis- 
tribution summaries. 


In the second or challenge phase of 
the program, the analyst must con- 
sider the company procedures and 
policies relating to the hiring and 
training of employees, assignment of 
duties, work flow, forms control and 
document preparation, office layout 
and work conditions, office equip- 
ment, and cost considerations. 


In the installation phase, the ana- 
lyst has to be able to overcome the 
resistance of employees to change. 
This may be done, says Neuburger, 
by a piecemeal approach, which pro- 
vides time to investigate the results 
of each change before beginning an- 
other. Alternatively, a package pro- 


gram may be adopted on the grounds 
that deficiencies in procedures will 
not be known until all changes are 
implemented. 
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Whichever approach is used, a peri- 
odic follow-up is necessary to deter- 
mine that undesirable deviations from 
the original system are not occurring. 


FINANCE 

“RETURN ON INVESTMENT: FIT THE 
MetHop To Your NEED” by Edward 
A. Ravenscroft. Harvard Business Re- 
view, March-April 1960, pp. 97-109. 

This article develops a consistent 
approach to the return on investment 
concept which can be applied to three 
types of return: operating, cash, and 
equity. Elements common to each 
concept are discussed, and exhibits 
illustrate the calculation of average 
rates under varying assumptions. 

None of the approaches, according 
to the author, will meet all manage- 
ment needs, but one of the three, or 
some combination, will be applicabie 
to all evaluation situations for which 
the return on investment concept is 
useful. For example, operating re- 
turn, which relates operating income 
to assets employed in earning that in- 
come, is a measure of operating effi- 
ciency. It is useful for evaluating the 
operating effectiveness of segments 
of an enterprise and is, therefore, ade- 
quate for most day-to-day capital ex- 
penditure problems. It is also help- 
ful in appraising long-range trends 
in operating effectiveness. The over- 
all average is also a useful norm to 
which individual segments or propos- 
ed changes may be compared. 

Cash return, which is the ratio of 
cash income to cash invested, is a 
useful tool for various kinds of eco- 
nomic evaluations such as whether to 
lease or buy the assets employed in a 
project. Such a comparison cannot 
be made using the operating return 
concept because it measures operat- 
ing efficiency, not economic efficiency. 
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The cash return approach, on the 
other hand, cannot measure operat- 
ing efficiency, says Ravenscroft, be- 
cause it is so closely tied in with the 
timing of cash receipts and disburse- 
ments, which are financial, not operat- 
ing, considerations. 


The ratio of net income to com- 
mon stockholders’ equity is of par- 
ticular value, states the author, in 
watching long-term trends for the 
company as a whole. It also throws 
some light on the financial contribu- 
tion of subsidiaries to a parent corp- 
oration. 


“CurRENT PENSION PROBLEMS AND IN- 
FLATION’ by Clifford R. Simms. The 
Controller, April 1960, p. 157 et seq. 

Considered in this article are de- 
velopments in pensions for unionized 
and salaried employees, problems 
raised by plant shutdowns and corp- 
orate acquisitions, and the search for 
more flexible methods of funding 
pension funds. 


In a corporate merger, writes 
Simms, the cost and benefit aspects 
of pension planning should be taken 
into account in the negotiations. On 
the cost side, the acquiring company 
should calculate the amount of the 
past-service cost involved in bring- 
ing the employees of the vendor into 
its own plan. The amount will vary, 
depending on whether the company 
to be acquired has a pension plan 
and, if so, whether it is more or less 
liberal in coverage and benefits than 
the purchasing company’s plan. Also 
to be recognized in the price negotia- 
tion is the relative status of the fund- 
ing of the pension plan of each com- 
pany. A third question involves the 
actuarial basis on which the liabili- 
ties and future costs of each com- 
pany’s pension plan have been based. 
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It may be that the actuarial assump- 
tions and methods used by the acquir- 
ing company are more conservative 
than those of the company to be 
bought. 

Benefit aspects of pension plans re- 
quire decisions to be made as to 
whether (1) the plans of each com- 
pany will continue separately; (2) 
they will be merged for past and fu- 
ture service; or (3) they will be 
merged for future service only. Gen- 
erally, writes Simms, negotiated pen- 
sion plans for unionized employees 
will continue separately, but will be 
merged in the case of salaried em- 
ployees. He has found, in practice, 
that employers usually desire to have 
all the salaried employees on a com- 
parable basis, at least as far as fu- 
ture service is concerned. 


The heterogeneous nature of pen- 
sion plans with respect to elegibility 
conditions, coverage, benefit formula, 
early-retirement benefits, disability 
benefits and vested benefits, prevents 
Simms from setting out specific rules 
to remember when consolidating pen- 
sion plans. He limits himself to ad- 
vising that the most liberal provisions 
from each of two plans should not be 
incorporated in the combined plan. 
The resulting plan, he states, would 
undoubtedly be more liberal and 
more expensive than the new com- 
pany would want to finance. 


PROFESSIONAL 

“REPORT OF THE ADvisoORY COMMITTEE 
ON PROFESSIONAL DEVELOPMENT.” The 
Accounting Review, April 1960, pp. 
228-232. 

This report, by a committee of the 
American Accounting Association, 
concerns itself primarily with the de- 
velopment of organized programs of 
short courses aimed at the practising 
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accountant, offered at various stages 
in his development. It presents the 
concepts and types of courses encom- 
passed in a professional development 
program. It also indicates the inter- 
ests that university professors might 
have in such a program, and the con- 
tributions which they might make to 
it. 

Seven areas in which the commit- 
tee believes that programs are needed 
and might be established are: indoc- 
trination and staff training, refresher 
courses, courses to prepare candidates 
for the professional examinations, 
accounting practice administration 
courses, current development courses, 
executive development courses and 
courses specializing in particular in- 
dustry problems. 

The committee envisages the use of 
seminars, cases, problems, lectures 
and workshops, with most of the 
teaching performed by university pro- 
fessors but with some participation 
by experienced practitioners. To pro- 
vide the necessary authority for ef- 
fective coordination, the report re- 
commends that the professional insti- 
tute initiate the programs and 
courses, develop materials, and estab- 
lish an administrative framework for 
the program. The cost of the pro- 
gram would be borne by the par- 
ticipants so that the institutions and 
faculty personnel would be fairly 
compensated for their facilities and 
services, respectively. 


REPORTS 

“REPORTING TO STOCKHOLDERS” by Ed- 
ward T. McCormick. The Accounting 
Review, April 1960, pp. 223-227. 

The president of the American 
Stock Exchange indicts the account- 
ing profession for its failure to pro- 
vide financial data in a form that is 
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CURRENT READING 


meaningful to the untrained investor. 
Accounting, he argues, is useful to 
management, technical analysts and 
taxing authorities. But the profession 
has evidenced, in his view, “ a bliss- 
ful apathy” to the needs of the grow- 
ing army of corporate shareholders. 


The principal difficulty, Mr. Mc- 
Cormick says, is that the criterion of 
full disclosure has resulted in ac- 
counting statements and reports that 
are too complex for the uninitiated to 
comprehend. In support of this claim, 
he cites instances of current assets 
broken into ten items; current liabili- 
ty sections containing ten items; in- 
come statements showing 25 deduc- 
tions from revenues; and ten more 
items explaining the change in re- 
tained earnings. In addition, the 
statements are copiously footnoted. 
To the ordinary investor, he says, it is 
“a frightening jumble of words and 
numbers which he cannot under- 
stand, and which gives him a phobia 
for reading any financial statements”. 
The inclusion of such statements in 
a prospectus designed for investors 
is criticized by Mr. McCormick as 
assuming “the fantastic proposition 
that an investor could and would per- 
use it, item by item, through this 
maze of disclosure...” 


In addition to excising much of 
the detail from financial statements, 
Mr. McCormick would re-organize 
the form of presentation. He calls, 
in short, for a single, simple, integrat- 
ed story or picture. This would cull 
from the balance sheet, the income 
statement and the statement of retain- 
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ed earnings, the facts essential to an 
understanding of the financial posi- 
tion and operating results of a com- 
pany. It would present them in lay- 
men’s language and in the order in 
which the investor would normally be 
expected to ask for such information. 
For the investment analyst and others 
trained in finance, Mr. McCormick 
would supplement this report with 
the traditional, detailed information. 


BOOK RECEIVED 


“The Receiver and Manager in Possession” 
(4th ed.), by Brian Manning; published by 
Gee & Co. (Pub.) Ltd., London; 128 pages; 
23/% 

This book is written to assist accountants 
occupying the position of a receiver and 
manager for debenture-holders by giving 
illustrations of questions which arise and 
procedures which should be followed. The 
fourth edition incorporates the appropriate 
provisions of the British Companies Act, 


1948. 


Publishers’ Addresses 

The Accounting Review, Curtis Reed Plaza, 
Menasha, Wis. 

The Controller, Two Park Ave., New York 
16, N.Y. 

The Federal Accountant, 1523 L St. N.W., 
Washington 5, D.C. 

Gee & Co. Ltd., 27-28 Basinghall St., Lon- 
don E.C, 2. 

Harvard Business Review, Soldiers Field, 
Boston 63, Mass. 

National Association of Accountants, 505 
Park Ave., New York 22, N.Y. 

The New York C.P.A., 355 Lexington Ave., 
New York 17, N.Y. 

Securities and Exchange Commission, Wash- 

ington, D.C. 











Alberta 

J. A. Williams, C.A., Council member of 
the Alberta Institute, has been elected presi- 
dent of the Kiwanis Club of Lethbridge. 

B. F. L. Symes, C.A., Council member of 
the Alberta Institute, has been elected presi- 
dent of the Rotary Club of Edmonton. 

J. I. Rawlinson, C.A. has been elected to 
the Separate School Board of Calgary. 


British Columbia 

Church, Pickard, Lane & Newman, 
Chartered Accountants, announce the ad- 
mission to partnership in their Port Al- 
berni office of J. R. Hill, C.A. The prac- 
tice will be carried on at 130 Third Ave. 
S., Port Alberni, under the firm name of 
Church, Pickard, Lane & Newman. 

G. R. Roberts, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 4955 Prospect Lake Rd., R.R. 1, 
Royal Oak. 

A. F. Gosling, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at Ste. 611, 525 Seymour Bldg., 
Vancouver 2. 

K. C. Jolley, C.A. announces the open- 

ing of an office for the practice of his pro- 
fession at 231 Yarrow Bldg., 625 Fort St., 
Victoria. 
.. J. T. Watt, Jr., C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 1746 Marine Dr., West Van- 
couver. 


Ontario 


J. C. Pattinson, C.A. has been elected to 
the board of directors of Catalytic Con- 
struction of Canada, Ltd. 

McDonald, Currie & Co., Cooper Broth- 
ers & Co., Coopers & Lybrand, Chartered 
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Accountants, announce the removal of their 
offices to 100 University Ave., Toronto. 


H. W. Carveth, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 1588 Danforth Ave., Toronto 6. 

J. R. Dostaler, C.A. announces the re- 
moval of his office to 2464 Kaladar Ave., 
Ottawa 1. 

Gunn, Roberts & Co., Chartered Account- 
ants, and Williamson, Shiach, Sales, Gib- 
son & Middleton, Chartered Accountants, 
announce the amalgamation of their prac- 
tices. The Ontario and Quebec partners 
will be: D. P. Aitkens, C.A., C. S. Bond, 
C.A., K. J. Bryant, C.A., C. J. Dick, F.C.A., 
D. A. Dixon, C.A., W. F. Gibson, C.A., W. 
I. Hetherington, F.C.A., A. C. Johnston, 
C.A., H. N. Jordan, F.C.A., R. J. Middle- 
ton, C.A., W. J. Morgan, C.A., W. R. 
O’Loane, C.A., E. A. Rice, C.A., D. J. Sales, 
F.C.A., J. W. Scott, C.A., H. A. Shiach, 
F.C.A., D. W. Smith, C.A., L. J. Smith, 
F.C.A., J. K. Walker, C.A., R. W. William- 
son, C.A. The Toronto offices continue to 
be located at 7 Queen St. E. and 111 Rich- 
mond St. W. 

M. A. Bradshaw, F.C.A. has been ap- 
pointed vice-president of North American 
Life Assurance Co., Toronto. 

D. N. Morris, C.A. has been appointed 


secretary-treasurer of the Seiberling Rub- 
ber Co. of Canada Ltd. 


Quebec 


Creak, Cushing & Hodgson, Chartered 
Accountants, announce the removal of their 
offices to 1111 Beaver Hall Hill, Montreal 1. 

Middleton Hope A Co., Chartered Ac- 
countants, announce the removal of their 
Montreal offices to The Prudential of Eng- 
land Bldg., 635 Dorchester Blvd. W., Mont- 
real 2, 
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INSTITUTE NOTES 


Correction 


In the May issue it was stated that W. 
E. Falconer, C.A. had been appointed 
executive assistant to the controller at the 
Gillette Safety Razor Co., Montreal. Mr. 
Falconer has been appointed executive as- 
sistant to the controller, at the Gillette 
Safety Razor Co., a division of the Gillette 
Co., Boston, Mass. 


OBITUARIES 


We regret to announce the death of the 
following members: 


MOISE A. SAUVE — died on March 20, 
1960, in Montreal, Que., at the age of 44. 
A graduate in Commerce from McGill Uni- 
versity, he was admitted to membership in 
the Quebec Institute on February 12, 1952. 
At the time of his death, Mr. Sauve was 
chief auditor for Canadian Pratt & Whitney 
Aircraft Co. Ltd. 


ALFRED GRAVEL — deécédé le 20 mars 
1960, a Berthierville, Qué., a l’Age de 83 
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ans. Monsieur Gravel fut admis a la Corp- 
oration des Comptables Publics de la Pro- 
vince de Québec le ler avril 1927, et lorsque 
cette corporation se fusionna avec l'Institut 
des Comptables Agréés de Québec en 1946, 
il devint membre de cet Institut. Depuis 
1955, monsieur Gravel était retiré des 
affaires, mais avant cette date, il était un 
associé de la firme Pelletier, Gravel & 
Deslierres de Montréal. 


JOHN S. SIMPSON — former president of 
the Alberta Institute who died on February 
28, 1960 in his 52nd year. He became a 
chartered accountant in 1930 and was a 
partner in Harvey, Morrison & Co., Cal- 
gary. He was a past president of the Kins- 
men Club of Canada. 


JAMES W. STANSBERRY — who was ad- 
mitted to membership in the Alberta Insti- 
tute in 1953. He was associated with 
Clarkson, Gordon & Co., Edmonton. 





ONTARIO INSTITUTE 


Research Grant: The trustees of the C.A. 
Universities Research Trust Fund have an- 
nounced the award of a grant of $1,200 to 
Dr. Calvin C. Potter, associate professor of 
commerce, McMaster University, Hamilton. 
Dr. Potter proposes developing mathemati- 
cal models for several “business games” on 
industrial accounting. 

“Business games” are a simulation tech- 
nique believed to hold considerable promise 
as instructional and research devices in ac- 
counting, auditing and finance. They are 
believed by many to be superior to case 
studies as they offer scope for judging the 
effectiveness of remedial measures applied 
to a problem. Dr. Potter’s specific research 
will be for the purpose of determining the 
influence which the form of accounting pre- 
sentation may have upon business decisions. 


Public Accountants’ Council: The Council 


of the Institute has named the following 
members as appointees to the Public Ac- 
countants’ Council for two years from May 
1, 1960 — D. A. Ampleford, W. J. Ayers, 
W. M. Brace, W. I. Hetherington, E. D. 
Lafferty, H. R. Macdonald, G. A. Mac- 
Dougall, J. R. M. Wilson. The Public Ac- 
countants’ Council comprises eight nominees 
of the Ontario Institute, five nominees of 
the Certified Public Accountants’ Association 
of Ontario and two licensees elected by 
license holders who are not members of 
either of the two qualifying bodies. 


Member Expelled: As required by the pro- 
visions of by-law 60, notice is hereby given 
that Thomas Edward Ryley has been ex- 
pelled from membership in the Institute 
of Chartered Accountants of Ontario. The 
Council ordered the expulsion under by-law 
59(e) after a formal hearing held on May 
2, 1960, into a charge that Mr. Ryley had 
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failed to maintain the standards of com- 
petence, moral character and conduct which 
the Institute and its members have estab- 
lished, when engaged in the practice of his 
profession. 


QUEBEC INSTITUTE 


Provincial Conference: Among the subjects 
scheduled on the conference program of 
the two-day conference to be held at the 
University of Montreal on June 21 and 22 
are: current concepts of the auditor’s re- 
sponsibility and his relationship with the 
client; financial statements as an aid to 
short-term financing; estate planning; long- 
range educational planning; recent bulletins 
of the C.I.C.A. Committee on Accounting 
and Auditing Research; the “why” and 
“how” of budgetary control; analysis of the 
financial aspects of labour-management 
agreements; a sound approach to E.D.P. 
evaluation. 

Voici quelques-uns des sujets que l’on 
envisage présentement d’inclure au_pro- 
gramme en francais: Comment concoit-on 
aujourd’hui les relations du vérificateur avec 
son client? Le point de vue du banquier; 
L’Administration interne d’un bureau de 
C.A.; La responsabilité morale du vérifica- 
teur dans la préparation des rapports d’im- 
pots. - 

The 80th annual meeting of the Institute 
will take place in the afternoon of June 21. 

Luncheon will be served at the university 
on both Tuesday and Wednesday, and 
cocktails and dinner at the university on 
Tuesday will bring members together in an 
informal atmosphere. 


, The Canadian Institute of Chartered Accountants 
58th ANNUAL CONFERENCE 


Sunday, September 11 — Wednesday, September 14 
BANFF SPRINGS HOTEL, BANFF, ALBERTA 
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Annual Golf Day: The annual golf day of 
the Institute is Monday, June 13 at the 
Ilesmere Golf and Country Club. The 
McDonald Cup will be the trophy for 
which teams from the practising firms will 
contend. 


OKANAGAN-MAINLINE C.A. CLUB 


The first annual meeting of the Oka- 
nagan-Mainline C.A. Club was held at the 
Eldorado Arms Hotel, Okanagan Mission, 
on Saturday, May 14, 1960. 


VANCOUVER ISLAND C.A. CLUB 

Dr. R. Matiko addressed a dinner meet- 
ing of the Vancouver Island Chartered Ac- 
countants’ Club at the Pacific Club, Vic- 
toria, on Friday, May 13. A film ampli- 
fied his discussion of the apparent relation- 
ship between smoking and lung cancer. 


HAMILTON STUDENTS 

Spring Dinner Meeting: On Thursday, May 
5, J. A. Hartwell, a partner of Chagnon & 
MacGillivray and a member of the Hamil- 
ton Estate Planner’s Council, spoke to 50 
members of the association on the funda- 
mentals and some of the more commonly 
used “tools” of estate planning. 


NOVA SCOTIA STUDENTS 


The Institute of Chartered Accountants 
of Nova Scotia, in conjunction with Dal- 
housie University, plans to hold the stu- 
dents’ annual seminar this year in two 
groups: the final year students for a two- 
week period from August 1 to 12, and the 
primary and intermediate students for one 
week from August 15 to 19. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 11th of preceding month 





PARTNERSHIP OFFERED — in small 
Montreal practice for one who by nature 
is strong technically and can supervise staff 
efficiently. Box 228. 


CHARTERED ACCOUNTANT wanted by 
Toronto firm. Qualifications are desire to 
practise, ability to produce and willingness 
to prove worth. This opening offers pros- 
pects of future partnership for right man. 
Box 225. 


CHIEF ACCOUNTANT required by well 
established and rapidly expanding Canadian 
company engaged in a growth industry 
and the leader in its field. This is a new 
position offering challenge and opportunity 
for right man. We are looking for ability, 
willingness to work and drive. Company 
has pension, profit sharing and group insur- 
ance plans. Salary commensurate with 
qualifications and experience. Box 226. 


CHARTERED ACCOUNTANT required of 
partnership calibre for expanding business 
in Niagara Peninsula. We also have places 
for two intermediate students. Please sub- 
mit complete summary of qualifications, ex- 
perience, and personal details to: Box 222. 
Our staff has been advised. 


A LARGE INDUSTRIAL group. with 
headquarters in Montreal has an _ open- 
ing for a young English-speaking chartered 
accountant, preferably bi-lingual, on the 
internal audit staff, in which there is ap- 
proximately 40% travelling. Replies giving 
full resume of qualifications and positions 
held, together with photograph, should be 
addressed, in confidence, to Box 210. 


ST. MARY’S UNIVERSITY, Halifax, in- 


vites chartered accountants who hold a un- 
iversity degree to apply for a full-time 
position on its commerce faculty. Quali- 
fications and experience will determine 
salary and status. Direct correspondence 
to the Dean of Studies. 








PRACTICE WANTED: Toronto-Hamilton- 


Oshawa vicinity. Direct purchase preferred. 
Box 230. 


COMPTROLLER WANTED for head of- 
fice of firm located in Calgary, Alberta. 
Should be at least 30 years of age with 
minimum of 5 years commercial experience 
after obtaining C.A. degree. Expanding 
company with branch operations. Apply 
in own handwriting giving full particulars 
and references to Box 224. 








CHARTERED ACCOUNTANT — Excel- 
lent opportunity for a man of proven and 
above average ability in the practice of 
public accounting with a long established 
and growing firm in Ontario. Must be of 
partnership calibre and should be earning 
at least $9,000 a year now. If interested, 
give all pertinent particulars as to yourself 
and experience, enclosing photo if avail- 
able. All replies will be treated in strict 
confidence. Box 232. 





MEDIUM-SIZED firm of chartered account- 
ants located in Toronto, wishes to explore 
possibilities of expansion, either by amalga- 
mation, purchase or succession. Would in- 
terested parties please write to Box 229. 





MONTREAL C.A. with medium size prac- 
tice, wishes to join another in partnership 
in order to effect economy of operation 
and make succession arrangement. Box 220. 


CHARTERED ACCOUNTANT — 1952 
graduate, age 39, presently employed in 
revenue department, desires position in 
public ‘practice offering responsibility and 
advancement, preferably in Southwestern 
Ontario. Would also consider partnership 
arrangement. Experience has been in public 
accounting and taxation fields, both as em- 
ployee and management. Reply to Box 227. 


CHARTERED ACCOUNTANT, retiring 
from a non-public practising position, avail- 
able for full or part-time employment. Box 
231. 


MEDIUM-SIZED firm in Toronto has open- 


ings for registered students in third year 
of course. Please give full details of edu- 
cation and experience. Box 223. 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 

Roy Building - - - - - - - - Halifax, NS. 
ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON | 


Barristers and Solicitors 


88 Metcalfe Street - - - - - - += Ottawa 4, Ont. 


BLAKE, CASSELS & GRAYDON | 
Barristers and Solicitors 


The Canadian Bank of Commerce Building - : Toronto 1, Ont. 
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BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - + + - Toronto 1, Ont. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - - - Montreal 1, Que. 


| PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - - - - = Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 


| PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


7 | MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


~ it 2236 Albert Street - - - - - - - Regina, Sask. 
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LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L. U. 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 





JAMES B. RUSSEL, B.A., B.Com., C.LU. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN — J. ROGER FLUMERFELT 
Chartered Life Underwriters 


GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 Sr. James St. WEstT MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 
SUN LIFE OF CANADA 
Sun Lire Bur_pinc MontTREAL, QvE. 


ELDER, DONALDSON & CROFTS 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
BUSINESS VALUATIONS — GEO. OVENS, C.P.A. 


Licensed with The London Life Insurance Company 


Chartered Life Underwriters 55 Yonce STREET, ToRONTO, ONT. 


| THE CANADIAN CHARTERED ACCOUNTANT 


Yearly subscription $6.00 
Three-year subscription $15.00 


“A single article has often been worth 
many times the price of a subscription” 


69 Bloor Street East Toronto 5, Ontario 





List of oF £ ey LN Publications S 


BOOKS and 


MINING ACCOUNTING IN 
CANADA 

A clear and concise explanation of the 
accounting treatment of problems peculiar to 
the mining industry $3.00 


FINANCIAL REPORTING 
IN CANADA (3rd ed. 1959) 
An analysis of reporting practices of 300 


Canadian companies — 
(members $4.00) 


INTEGRATED and ELECTRONIC 
DATA PROCESSING IN CANADA 
Chapters on auditing electronically produced 
records, evaluating E.D.P. possibilities and 
case histories ... $1 


ECONOMICS 


Survey of Economics prepared by members 
of Queen's University, based on Economics 
notes used by Institute Course of Instruction 
(members $4.50) 


CANADA'S INVESTMENT 
BUSINESS . 


One of the best book- 
lets on the mysteries 
of the investment busi- 6 


ness — Toronto Globe 


GRAIN ACCOUNTING IN 
CANADA 


A ‘useful reference for those interested in 
grain accounting 


MUNICIPAL FINANCE IN 
CANADA 
Municipal finance officers and auditors will 


find helpful data in this 40-page book- 
let $1.25 


SZ 


BROCHURES 
FUNCTION OF MANAGEMENT 


Contains |! articles explaining what manage- 
ment is and the techniques used by top 
management to discharge its responsibili- 


SMALL RETAIL STORE 
ACCOUNTING 


A valuable brochure 
for the small retailer 
intent on seeing his 
business prosper, $1.25 


VALUATION OF PRIVATE 
BUSINESS AND PROFESSIONAL 
PRACTICE 


Answers to questions on minority interest, 
valuation of goodwill, price earnings ratios 
in measuring financial performance, etc $2.00 


ACCOUNTING FOR THE FOREST 
PRODUCT INDUSTRIES 


Concise descriptions of forest product indus- 
tries’ operations and special accounting 
features $1.75 


ACCOUNTING TERMINOLOGY 


A 77-page dictionary defining words and 
phrases (members $2.00) $2.50 


SHOULD SMALL BUSINESS 
INCORPORATE? 


An outline of the advantages and disadvan- 
tages of incorporation, showing effect of 
1959 amendments 


Order these publications (postage prepaid) from 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East 


Toronto 5, Ontario 








for capital 
expansion 


Many industrial enterprises with good 
prospects but in need of finances will be 
started or expanded this year in a way that 
provides a sound basis for development 
through the financial assistance of the In- 


dustrial Development Bank. 
Information about I.D.B. financing in the fields of: 


® Manufacturing ¢ Repairing ¢ Processing 
e Transportation © Construction ¢ Air Services 
e Packaging ¢ Engineering etc. 
can be obtained from your banker, auditor or 


lawyer or from the nearest office of the Industrial 


Development Bank listed below: 


dp TN BUSTRIAL 
“DEVELOPMENT BANK 


Established in 1944 by the Government of Canada to help in fi- 
nancing new Or expanding small and medium sized enterprises. 


VANCOUVER . ee .... 1030 WEST GEORGIA ST. 
CALGARY ‘ rte scabs 
REGINA : Veer tia a Ei al 

WINNIPEG . . : 195 PORTAGE AVE. EAST 
SUDBURY 45 ELM STREET EAST 
TORONTO ye) haa ne Od 
LONDON 5 291 DUNDAS ST 
OTTAWA 350 KING EDWARD AVE 
MONTREAL 901 VICTORIA SQUARE 
QUEBEC 955 CHEMIN ST. LOUIS 
SAINT JOHN 35 CHARLOTTE ST 
ar ale.0.4 65 SPRING GARDEN ROAD 





flewriter ever made!” 


Letters typed on the new IBM Electric 

have a distinguished appearance... 

an especially fine quality that builds personal 
and company prestige. It is the typewriter 
for the business and professional man 

who demands the best. 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED 
Don Mills Road, Toronto 6, Ontario, 
Branches in principal cities. 


the new IBM electric 








